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The Honorable Dante B. Fascell 
Chairman 

Committee on Foreign Affairs 
2170 Rayburn House Office Building 
Washington, D.C. 20515 


Dear Mr. Chairman: 

We hereby submit the final staff report of our investigation 
on the involvement of the State Department Office of Latin 
American Public Diplomacy (S/LPD) in the establishment and 
supervision of a private, domestic network designed to influence 
the Congress, the media and public opinion on behalf of the 
Administration's policies as related to the Iran/Contra affair. 
Since the interim report, which we provided to you on March 18 of 
last year, the investigations by the Iran/Contra Committees, 
General Accounting Office and the State Department Inspector 
General, as well as our subsequent follow-up investigation, have 
revealed a much wider, and potentially much more serious, 
violation of U.S. laws and regulations than our original interim 
report had indicated. 

Although the Iran/Contra Committees were constrained by 
pressures of time and limited resources from pursuing many of the 
leads that were developed during that investigation — and the 
General Accounting Office and State Insector General's reports 
were narrowly focused on certain aspects of S/LPD 's activities -- 
the combined information developed by those three investigations, 
as well as our own investigation, present a situation which may 
require further investigation. Such investigation may wish to 
focus on the extent to which the CIA and various intelligence 
components of the Department of Defense conspired, through the 
staff of the National Security Council, to use the State 
Department as a cover for a domestic operation which went far 
beyond the legal and ethical scope of their authority. 
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The Honorable Dante B. Fascell September 7, 1988 

Page Two 


The staff report indicates the extensive involvement of 
intelligence community personnel by the Office of Latin American 
Public Diplomacy to establish, maintain and manage private, 
domestic entities engaged in fundraising, lobbying, propaganda 
and manipulation of the media in contravention of U.S. laws and 
regulations . 

While the report provides a clear indication that such 
activities occurred and that they were deliberately hidden from 
public view, there are many individuals who were intimately 
involved in these activities who were never questioned by the 
Iran/Contra Committees about these matters and who have not been 
available to any of the other investigations that have been 
conducted. Many important documents, which were discovered by 
the GAO in the files of S/LPD, were never made available to our 
Committee nor to the Iran/Contra Committees despite our request 
and assurances that such materials would be forthcoming. There 
may be other documents in the, files of the CIA, DOD and the 
Department of State which should be sought in order that a 
complete picture may be obtained. Any subsequent investigation 
will almost certainly need to use Congressional subpoena power in 
order to obtain these documents and the testimony of key 
witnesses . 

Appended to the report are copies of our interim staff 
report of March 18, 1987, two reports from the GAO and a report 
by the State Department's Inspector General. 

Vic Zangla, the General Accounting Office official who has 
been working with the Foreign Affairs Committee for the past year 
and a half, assisted with the compilation and evaluation of the 
documentation upon which this report was based. 

Sincerely yours. 



Ends. 



Bert Hammonc 
Staff Consultant 
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£n»XB OB>ARIMENT AID DnaUGEXCE OQIMJNm INVOLVEMOn’ 
IN DQMBSnC ACTIVITIES 
BEUKEBO TO TOE IKAN/OONIRA AFFAIR 


CWERVIEW 

In March 1987, the staff of, the Comtiittee cxi Foreign Affeiirs issued 
a preliminary report of its investigation into the award of six 
contracts by the State Department's Office of Public Diplomacy for Latin 
America and the Caribbean (S/LPD) to International Business 

Cornnunications (IBC) and its principal, Frank Gcmez. The report raised 
a number of key questions, including: 

Why was a nonconpetitive $276,000 State Department contract with IBC 
classified SECRET during the same time period that IBC was engaged in 
transferring monies to Lake Resources, an account controlled by Oliver 
North for the purpose of aiding the Contras? Were any of the State 
Department contract monies in fact used illegally to lobby Members of 
Congress? Was S/LPD engaged in prohibited propagandistic activities? 
Were State Department monies illegally diverted to aid the Contras? 

Due to the difficulty the Conmittee staff encountered in its 
efforts to obtain relevant information from the State Department and to 
the fact that IBC had been involved in funneling money to secret Swiss 
Bank accounts, many answers to questions raised in the report were not 
immediately forthcoming. It was the Committee staff's opinion that 
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these pressing questions could only be properly reviewed by the Select 
Comnittee to Investigate Covert Arms Transactions with Iran. The 
Chairman of the Comnittee on Foreign Affairs, Rep. Dante Fascell, then 
forwarded all relevant documents in the Comnittee 's possession to the 
Select Comnittee. 

Oi March 31, 1987, Chairman Fascell and Rep. Jack Brooks, Chairman, 
Comnittee on Government Opera tiOTs, issued a joint letter to the General 
Acoountirig Office (GAO) requesting it to conduct an investigation and 
render a legal opinion on the legality and propriety of certain 
activities of S/LPD. TWo separate reports were subsequently prepared by 
GAO. 

The first GAO report, issued 9/30/87, examined whether or not S/LPD 
had been involved in illegal lobbying and propaganda activities. The 
report concluded that S/LPD 's activities involving the preparation and 
dissandination of certain types of information violated a restriction on 
the use of appropriated funds for publicity and propaganda purposes not 
authorized by the Congress. The report also noted that the available 
evidaice did not support a conclusion that antilobbying statutes had 
been violated. (GAO auditors, however, informed Comnittee staff that 
docunents in the possession of the Iran/Contra Select Committees, which 
were not made available to GAO until after its report had been issued, 
would have required GAO to reevaluate S/LPD 's compliance with the 
anti-lobbying statutes.) 

Tine second GAO report, issued 10/30/87, assessed the contracting 
activities of S/LPD. The report found that S/LPD generally did not 
follow federal regulations governing contractual procedures. 

In addition to the GAO reports, the State Department's Office of 
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Inspector General (OIG) issued a report that examined the Department's 
contracts with International Business Conmunications (IBC) and Frank 
Gomez, one of its principals. The OIG's report concluded that many of 
the purchase orders and contracts awarded by S/LPD were questionable in 
rthe later periods as S/LPD's staff grew and gained experience; that the 
acquisition process for awarding and administering the purchase orders 
and contracts was mismanaged; that one contract was improperly 
classified SECRET, apparently to avoid competition and public 
disclosure; that some of the charges in the final contract between S/LPD 
and IBC were questionable; that violaticn of ethical standards and/or 
conflict of interest restrictions may have occurred in the case of two 
individuals; and that information provided by the Department to 
Congressional requesters was inaccurate, incomplete, and misleading. 
The OIG's report also recanmended specific actions to remedy 
administrative problems identified in the report. 

This final staff report on the activities of S/LPD serves both as a 
summary of the previously described reports on the Office of Public 
Diplcxnacy for Latin America and the Caribbean and as a description of 
how a relatively obscure office in the State Department played a central 
role in the creation and meinagenent of the private network involved in 
the Iran/Contra affair, it is the Committee staff's contention that a 
preponderance of documents obtained by the staff, as well as those 
released by the Select Committees, demonstrates that S/LPD was set up 
and managed by operatives in the National Security Council (NSC) who 
maintained close ties with Oliver North and former CIA Director Casey. 
The NSC staff succeeded in having Otto Reich named as the Director of 
the new Office Latin America of Public Diplomacy which reported directly 
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to the NSC. IBC's two principals — Richard R. Miller, former head of 
public affairs at AID, and Francis D. Gomez, former public affairs 
specialist at the State Department and USIA — were then hired by S/LPD 
through a series of sole source, no-bid contracts to carry out a vauriety 
of activities on behalf of the Administration's policies in Central 
America, 

During the same period that it had been receiving payments from the 
State Department totalling in the hundreds of thousands of dollars, IBC 
also served as the conduit through which millions of dollars from the 
illegal sales of weapoifi to Iran were diverted for use by the Contras as 
well as other purposes. Also while under contract to the Office of 
E>ublic Diplomacy, Miller and Gomez participated in activities designed 
to influence the media and public to support the President's Latin 
American policies, including sophisticated television ad cairpaigns that 
were targeted at Members of Congress who were not supportive of the 
President's Central America policy. Many of these activities by design 
were covert. Johnathan Miller, Ambassador Reich's Deputy at S/LPD (vrtio 
later resigned from the White House staff when it was revealed that he 
had assisted Oliver North in cashing travellers checks for the Contras) , 
for exartple, described Gcxnez as a "cut-out" who once made a clandestine 
trip in Central America and promoted media interviews and background 
briefings with representatives of the Democratic Resistance in Niczuragua 
on behalf of S/LPD, without ackrjowledgment of the State Department's 
role. 

In the course of assisting the Contras with their public relations. 

Miller and Gomez were introduced to Oliver North and Contra fundraiser 
Carl "Spitz" Channell. Under the direction of North and with the 
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finaricial assistance of Channell, IBC quickly became a central player in 
the so-called "enterprise." IBC's role, in fact, was so highly valued 
that it was described by one White House official as "the White House 
outside the White House." 


'niB GAO AODITS 

Responding to a March 31, 1987, joint request issued by Chairmen 
Fascell and -Brooks, the GAO released two separate reports on the 
activities of S/LPD, The first report issued by the Comptroller General 
on 9/30/87 concluded that S/LPD had "engaged in prohibited, covert 
activities designed to influence the media and tiie public to support the 
Administration's Latin American policies." The use of appropriated 
funds for these activities constituted "a violation of a restriction on 
the State Department annual appropriations prohibiting the use of 
federal funds for publicity or prc^ganda purposes." 

GAO's conclusion centered on S/LPD 's decisiai to use a university 
professor, John F. Guilmartin, Jr., an adjunct professor of history at 
Rice University, to write a newspaper article in suf^rt of the 
Administration's Central America policy without alerting readers or, 
apparently, the newspaper that Guilmartin had been a peiid consultant to 
S/LPD. 

The Guilmartin article was one of five "white propaganda" 
operations described in a March 13, 1985, memorandum from S/LPD to the 
Assistant to the President and Director of Cocmnunications. The 
confidential memorandum stated the following about the Guilmartin 
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article: 

"Attached is a c»py of an op-ed piece that ran two days ago in 
The Wall Street Journal . Professor Guilitartin has been a 
consultant to our office and collaborated with our staff in the 
writing of this piece. It is devastating in its analysis of 
the Niceuraguan arms build-up. Officially, this office had no 
role in its preparation." 

Another itan in the mernorandum describes the use of a "cut-out" to 
arrange visits to various news media by a Nicaraguan opposition leader. 
Although the term is not defined, it. appears to reflect an intention to 
hide the fact that the opposition leader's visits were being arranged by 
the Government. 

Section 501 of the Departments of Commerce, Justice, State, the 
Judiciary, and Related Agencies Appropriations Act, 1985, states; "No 
peurt of an appropriation contained in the Act shall be used for 
publicity or propaganda purposes not authorized by the Congress." 
Although the legislative history of section 501 is silent as to the 
intended effect of the restriction, GAO has had numerous opportunities 
to interpret language similar to section 501 as prohibiting covert 
propaganda activities of an agency, which, ^plies to the situation of 
Professor Guilmartin and visits of various Nicaraguan opposition leaders 
arranged by S/LFD. 

Ihe GAO report concludes that "thie described activities are beyond 
the range of acceptable agency public information activities because the 
articles prepared in whole or part by S/LPD staff as the ostensible 
position of persons not associated with government and the media visits 
arranged by S/LPD were misleading as to their origin and reasonably 
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constituted ’propaganda' within the coninon under staryJing of that term." 

On October 30, 1987, GAO issued a second report c« the State 
Department's administratis of certain public diplanacy contracts. 

In its evaluation of LPD's use of contractors, GAO reviewed 25 contracts 
S/LPD entered into since the office was established. The contracts v^re 

valued at approximately $263,000. Most of the contracts reviewed 

involved the submission of written products by individuals and, in some 
instances, companies. 

The GAO audit found that S/LPD did not adhere to federal 

-regulations governing contractual procedures. Specifically, the audit 
reached the following three conclusions: 

1. The justifications to support the exclusive use of 
sole-souroe contracting by LPD were inadequate. 

2. Various other procurement requiranents were not adhered 

to in awarding contracts, such as encouraging competition, 
obtaining required contract officer approvals before 
engaging contractors, and, in one case, abiding by 

limitations on the salary paid to a retired military 
officer. 

3. Many products were different from those contracted for 
with no evidence that agreement was reached on changes to 
contract specifications. 

With respect to the issue of sole source contracting, the GAO study 
concluded that all 25 contracts under review did not meet federal 
requirements for sole source justification. The contracts contained no 
description of how the writers selected were unique and why no one else 
could perform the desired requirements; nor did the contracts contain 
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any description of efforts made to ascertain whether equally qualified 
writers were available. Under the requirements of The Competition in 
Contracting Act of 1984, both of these corxiitions must be fulfilled 
before a sole souroe contract can be awarded. 

In general, GAO found little evidence that S/LPD had made any 
effort to locate other sources to con^iete on S/LPD contracts. Even a 
sole source procurement requires such an effort to help support the sole 
source justification. In the one instance where the Departmient's 
Procurement Office , located a competitive source, S/LPD withdrew its 
requirement for these services before, the potential contractor could be 
interviewed. At the time, these services were being provided by Mark 
Richards__ Associates, Inc., who had performed services for S/LPD under a 
series of sole source contracts since July 1984. Later in the year, 
however, S/LPD, in an about-face, requested the continued services of 
Mark Richards Associates, whose principal. Colonel Mark Richards, had 
extensive experience in military intelligence. In its request to renew 
Richard's contract, S/LPD cited "unusual and compelling urgency" as the 
basis to award a sole-source procuranait. S/LPD also added that "the 
character and sensitivity of the services precluded disclosure of the 
contractual arranganent to the public." 

GAO also noted that Mark Richards, an S/LPD eniployee detailed from 
DOD and a soon- to-be-re tired Air Force Colonel, would be subject to dual 
compensation limitations if anployed as a consultant to S/LPD after his 
retirement from federal service. Ihis would reduce his military 
retirement pay, which, according to Colonel Richards, was unacceptable. 
Accordingly, Colonel Richards incorporated himself, and the Department 
negotiated a sole-source contract with Mark Richards Associates for 
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media consultant services. This permitted him to continue working for 
S/LPD without a reduction in his retirement pay. Between July 1984 and 
February 1986, Mark Richards Associates received approximately $136,000. 

Itiis arrangement, however, circumvented two Office of Management and 
Budget (0MB) circulars that restrict the use of contracts to avoid 
saleiry limitations for former government employees. 

Of tile 25 contracts GAO revievged, 16 specified one or more original 
written products (41 in all) . Most of the contractor products GAD 
obtained, however, differed substantially from the contract scope of the 
. work. According to S/LPD personnel, few were incorporated into S/LPD 
publications. 

GAO's analysis was fan^iered by the lack of work products in S/LPO's 
files. Auditors were only able to obtain 28 of the 41 research papers. 

Of the 28 work products obtained by GAO, only 13 addressed the topic 
specified in the original scope of work. In the other cases, the 
product for which there was an "urgent need" was not produced; rather, a 
substitute topic was addressed. 

REPORT OP THB S19VXB CEPARIMBir’S OPEICX OF INSFBCIQR GENERAL 

In response to a March 1987 request from the Secretary, the staff 
from the Office of Inspector General (OIG) examined the Department's 
contracts with International Business Communications (IBC) and Frank 
Gomez, cxie of its principals. The examination covered six purchase 
orders and contracts totalling approximately $436,000 with IBC or Frank 
Gomez beti^n February 1984 and September 1986. In July 1987, the OIG 
released its r^xjrt containing the following findings: 

1. Nded for the Contracts — There was justification for the initial 
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purchase orders for outside assistance, during a tenporary .start-up 
situation in S/LPD early in 1984, but the practice continued through 
fiscal 1986, after the urgency and the original justification had 
passed. 

2. The Acquisition Process — The practices followed in the procurements 
with Frank Gomez, IBC, arxi INSI (Institute for North South Issues, a 
non-profit foundation operated by Frank Gctnez) were generally contrary 
to proper acquisition policies and procedures and failed to meet the 
fujTdamental irequirements of the Federal Acquisition Regulation (FAR) . 

In certain, instances., Frank Gomez and IBC only entered into formal 
contractual arrangements with the Department after S/LPD had directed 
IBC to begin the work. For exanple, an order awarded to IBC in the 
. amount of $24,400 was signed by the Department's contracting official 
almost one month after IBC was to have completed the work and almost 
four months after IBC had been directed to begin the work by s/LPD 
officials. The FAR clearly states that the contracting officer is 
responsible for the control of the contracting process and that 
contracts may be entered into only by contracting officers. 

The OIG determined that all contracts awarded by the Department's 
procurement office to Mr. Gomez, IBC, and INSI were based on inadequate 
sole source justifications. In the final $276,000 contract with IBC 
another feature of contracting was added — the Competition in Contracting 
Act of 1984 (CICA) . At the time this contract was being considered by 
S/LPD officials. The FAR had been changed to include the CICA 
provisions. The Department's contracting officials brought the new FAR 
provisions to S/LPD's attention, including the new CICA requirements to 
publicize even preposed sole source awards. This contract was 
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classified SB2RET by S/LPD officials, not publicized by the Department, 
and was eventually awarded on a sole source basis approximately 11 
nonths after IBC began the work at S/LPD's direction. Moreover, IBC 
eventually received approximately $240,000 dollars for its work on the 
contract, even after the fact that Robert Kagan, who succeeded 
Ambassador Reich as the Director of the Office of Public Diplcmacy, 
requested in a May 28, 1986 memo to Executive Director Patrick Kennedy 
that the funds be dec^ligated. 

Federal acquisition regulations require that all proposed contracts 
over the amount of $10,000 be published in the Ccmnerce Business Daily 
(CBD) . • None of the purchase orders of .contracts over $10,000 awarded to 
Mr. Gomez or IBC were publicized by the Department's contracting 
officials. In addition, purchase orders fbr Mr. Gctnez and IBC were made 
on a fragmented basis, often for less than $10,000, apparently to 
circumvent the acquisition requirements. 

3. Reasonableness of Prices and Performance — The OIG's audit questioned 
some charges contained in the FY 1986 contract for $276,000. 
Specifically, the report questioned the travel and ADP equipnent costs 
charged by IBC. The OIG report indicated the IG's office would conduct 
a cost incurred audit at a future date. In December 1987, the OIG 
canpleted the audit and disapproved approximately $84,000 in costs 
claimed by IBC under the contract. The OIG has recommended that the 
Department attempt to recover these funds from IBC. To date, the funds 
have not been recovered. 

On September 10, 1984, the Foreign Service Institute (M/FSI) placed 
a training order for $16,198 with IBC. The training order required IBC 
to conduct seminars in El Salvador on improving press relations for El 
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Salvadoran military officials in late August and early September of 
1984. The use on an M/FSI training order to obtain the services of IBC 
appeared to be inconsistent with the principles that generally apply to 
M/FSI training orders. Normally, M/FSI arranges for training for State 
Department employees that is job related. The training order with IBC 
involved training for foreign officials and was conducted by a private 
company in a foreign country. Moreover, the OIG discovered in its 
discussions with IBC officials that the training seminar never took 
place; instead, individual counseling took place with 20 to 25 
individuals. The OIG has recommended that action be taken to recover 
the funds from IBC since the seminar never took place. To date, the 
funds have not been recovered. 

4. Ethical/Conflict of Interest Considerations — The OIG determined that 
Daniel Jake Jacobowitz, a Department of Defense intelligence specialist 
detailed to S/LPD from June 1984 to June 1986, may have violated federal 
ethical standards by introducing his sister, Fran Jacobowitz, who was a 
specialist in establishing and c^>erating mail distribution systems, to 
the head of S/LPD and to Frank Gomez of IBC. S/LPD subsequently 
contracted with the Institute for North South Issues (INSI) and IBC for 
analysis, design, and operation of a mail distribution system. The 
sister was hired by IBC to direct the work under such contracts. The 
OIG referred the matter to the DOD Inspector General, who, after 
investigating the incident, determined that Jacobowitz had violated 
employee standards of ethical conduct. A letter of reprimand was placed 
in Jacobowitz 's personnel file. 

Prior to being enployed by S/LPD, Frank Gomez was enployed cis the 
Director of Foreign Press Centers for USIA. He retired from that agency 
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on February 14, 1984 and the perfoirmance date for the worK called for by 
the purchase order with S/LPO was February 14, 1984 through May 31, 

1984. 

Documents contained in the S/LPD files iiKiicate that, while he was 
employed by OSIA, Frank Gomez established the Institute for North-South 
Issues and negotiated with USIA and the State Department for contract 
work after he retired. The same purchase order was also negotiated with 
S/LPD while he was enployed by USIA. 

The OIG referred this matter to the USIA IG on May 15, 1987 to 
determine v^ether any conflict of interest laws or regulations were 
violated. To date, the USIA IG has not initiated any action. 

5. Congressional and Press Guidance- r-7he OIG determined that a small 
but important portion of information provided to Congressional 
requesters and as press guidanoe was either inaccurate, incomplete, or 
potentially misleading. In addition, the OIG concluded that the 
Department's responsiveness to requests for information by members of 
Congress and their staffs had been slow and fragmented. 

6. Classification of the FY 1986 Contract — S/IPD classified its final 
$276,000 contract with IBC as SECRET, contending to officials that it 
contained sensitive information of -a national security nature. However, 
the contract was virtually a continuation of an unclassified FY 1985 
contract, exc^t for the addition of an unclassified document 
distribution systan. The OIG's report concluded that "there was nothing 
of a natiOTial security or even a sensitive nature in the contract. In 
our opinion, the real reason for classification was to avoid publication 
in the CBD and possible challenges to the sole source contractual 
relationship with IBC." 
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The OIG's report also contains a number of specific recommendations 
relating to the Department's award and administration of contracts. All 
of these recocrmendations, including those recommendations to recoup 
monies from IBC, have been accepted by the Departmoit. In addition to 
these recommendaticais , it is the Cocrmittee staff's understanding that 
the OIG has referred S/LPD Director otto Reich's name to the 

Department's personnel office for possible disciplinary action. To 
date, the office has not taken any action. 

^ IHE IRAN/CONTRA INVESITGnTIQN 

For the duration of . the Congressiorial investigation of the 

Iran/Contra affair, the Coqriittee staff continued its investigation of 
the activities of S/LPD. In its review of the evidence, it became 
apparent to the Conmittee staff that S/LTO's activities were not 
coordinated within the State Department but by a high level interagency 
group established by the NSC. As the final report of the Congressional 
Committees investigating the Iran/Contra affair points out, Walt 
Raymond, the principal NSC staff officer in charge of monitoring S/LPD 
"... was a former senior CIA official, with experience in 
covert operations, who had been detailed to ±he NSC staff for 
a year with Casey's approval, and who upon retiraneht from the 
CIA became a Special Assistant to the President with 
responsibility for public diplonacy affairs." 

Once at the NSC, Raymond helped set tp a system of inter-agency 
conmittees, including a working group on Central American Public 
Diplomacy. The NSC staff also succeeded in having Otto Reich named as 
the Director of the new office of Public Diplomacy (S/LPD) , v^ich 
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reported directly to tiie NSC. Francis D. Gomez, former public affairs 
specialist at the State Department and USIA, was hired by S/LPD through 
a series of sole source, no-bid contracts to carry out a variety of the 
Reagan Administration policies in Central America. Gomez and his 
business partner, Richard Miller, former head of public affairs at AID, 
then formed international Business Caraiwnications (IBC), a public 
relations firm, vrtiich also received a number of State Department 
contracts . 

Supported by the State Department and White House, Miller and Gomez 
became the outside manager^ of Carl. Spitz Channell's fund-raising and 
lobbying activities. Ihey also served as the managers of Central 
American political figures, defectors, Nicaraguan opposition leaders and 
Sandinista atrocity victims who were made available to the press, the 
Congress and private groups, to tell the story of the Contra cause. 

They facilitated the transfer of funds raised Channell and others to 
Swiss and offshore bank accounts at the direction of Oliver North. They 
became the key link between the State Department and the Reagan White 
House with the private groups and individuals engaged in a rryriad of 
endeavors eiimed at influencing the Congress, the media and public 
opinion. They also became the main funnel for private U.S. money going 
to the Donocratic resistance in Nicaragua. 

What follows is a description of how an outside private network of 
individuals was established that, with the guidance of senior White 
House officials, provided financial and political support for the Contra 
cause. S/LPD, a relatively obscure office in the State Department, 
played a pivotal role in maintaining and nurturing this private network, 
which played a central role in the larger Iran-Contra affair. (All 
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information in the following section is taken from public sources and 
published declassified transcripts and records of the Iran-Contra 
Comnittees. ) 

S/LTO AND THE PRIVATE NETWORK 

Walt Raymond, a senior career CIA official and propaganda expert, 
was approached by Donald Gregg, Chief of the Intelligence Directorate at 
the NSC, and informed that Gregg was recorrtnending to CIA Director Casey 
and NSC Advisor William Clark that he be assigned to tne NSC as Gregg's 
successor when Gregg departed to join the staff of Vice-President George 
Bush. Raymond discussed the transfer with Casey, Clark, and McParlane 
and received approval for his involvement in setting tp the public 
diploracy program along with his intelligence responsibilities. 
Accordingly, he was transferred frcm CIA headquarters to the NSC in June 
of 1982. 

In the early part of 1983, documents obtained by the Select 
Coimittees , and later released in unclassified form, indicate that Walt 
Raymond, who had succeeded Gregg as the Director of the Intelligence 
Staff of the NSC, successfully reoonriended the establishment of an 
inter-governmental network to promote and manage a public diplonacy plan 
designed to create support for Reagan A3ministration policies at home 
and abroad. Their initial efforts were directed toward involving 
private groups and individuals in a campaign to influence American and 
European public opinion cn Intermediate Nuclear Force (INF) deployment 
in Europe. 

In the Spring of 1983, the network began to turn its attention 
toward beefing up the Administration's capacity to promote American 
support for the Democratic resistance in Nicaragua and the fledgling 
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democracy in El Salvador. This effort resulted in the creation of the 
Office of Public Diplomacy for Latin America and the Caribbean in the 
Department of State (S/LPD), headed by Otto Reich. 

On May 25, 1983, Secretary of State George P. Shultz, in an effort 
to head off the creation of S/LPD, wrote a memorarKlum to the President 
asking for the establishment of "simple and straightforward management 
procedures." Ihe memorandum to the President followed a discussion 
between the President and Shultz earlier in the day. 

In the memo Shultz said; 

"... Therefore, what we discussed was that you will look to 
me to carry out your policies. If those policies change, you will 
tell me. If I am, pot carrying them out effectively, you will hold 
me accountable. But we will set up a structure so that I can be 
your sole delegate with regard to carrying out your policies. 

". . . What this means is that there will be an Assistant 
Secretary acceptable to you (and you and I have agreed on Tony 
Motley) who will report to me and through me to you. We will use 
Dick Stone as our negotiator, who, in conjunction with TVony, will 
also report solely to me and through me to you. Similarly, there 
will be an inter-agency coimittee, but it will be a tool of 
management and not a decision-inaking body. I shall resolve any 
issues and report bo you." 

The President responded with a memorandum, which stated in part; 

"Success in Central America will require the cooperative effort 
of several Departments and agencies. No single agency can do it 
alone nor should it. Still, it is sensible to look to you, as I do, 
as the lead Cabinet officer, charged with moving aggressively to 
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develop the options in cxxirdination with Cap, Bill Casey and others 
arri coming to me for decisions, I believe in Cabinet govemnent. 
It works when the Cabinet officers work together. I look to you and 
Bill Clark to assure that happens." 

Attached to the memo was a chart placing the NSC between the 
Secretary of State and the President for the management of Central 
American strategy. Shultz had not only lost the battle to prevent the 
establishment of the office, he also accepted the NSC-sponsored 
candidate to run the office, and accepted the fact that Reich would 
report directly to the NSC and not > through the Assistant Secretsury of 
State for Inter-American Affairs, 

Almost simultaneously with the creation of S/LPD, Walter Raymond, 
Jr. was named to a nerf position as Special Assistant to the President 
and Director of International Ccwnmunicaticxis at the NSC. Frcm that time 
forward, S/LFD reported to Raymond and his working group on Central 
American Public Diplonacy at the NSC. The group was composed of 
representatives of USIA, the CIA and DOD, as well as various NSC 
staffers, including Oliver North. At least for several months after he 
assumed this position, Raymond also worked on intelligence matters at 
the NSC, including drafting a Presidential Finding for Covert Artion in 
Nicaragua in mid-September. 

Reich relied heavily on Raymond to secure personnel transfers from 
other government agencies to beef up the limited resources made 
available to S/LPD by the Department of State. The NSC also intervened 
on behalf of S/LPD with top management officials in tne State Department 
to expand Reich's resources within the Department. Personnel made 

available to the new office included intelligence specialists frcm the 
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U.S. Air Force and the U.S. Army. On one occasion, five intelligence 
experts from the Army's 4th Psychological Operations Group at Fort 
Bragg, North Carolina, were assigned to work with Reich's fast-growing 
operation. 

White House docunents also indicate that CIA Director Casey had more 
than a passing interest in the Central American public diplomacy 
campaign. In an August 9, 1983 Memorandun entitled "Private Sector 
Support for Central American Program," Raymond told Clark; 

"A group of public relations specialists met with Bill Casey a 
few days ago. Faith also met them. The group included Bill 

Greener, the public affairs head at Philip Morris, and two or three 
others. They 'stated' what needed to be done to generate a 
nationwide campaign. Several elanents v^re idaitified. The first, 
a fund-raising effort under the direction of someone like Walter 
Wriston. Secondly, an effective communications system inside the 
Governmait. The overall purpose would be to sell a 'new product' — 
Central America — by generating interest across-the-spectrum." 

In an August 29, 1983 memorandum from Raymond to Poindexter, Casey's 
continuing interest in the effort to influence public opinion was shown 
by the following reference: 

"Bill Casey called on August 26 and would like to follow-up on 
his idea to have a meeting with five or six key public relations 
specialists. This is referred to in my earlier memorandum. I put 
him off until after Labor Day, 

". . . When I philosophized a bit with Bill Casey (in an effort 
to get him out of the loop) , he was negative about turning the ball 
over to State, but very positive about someone like Gil Robinson 


Declassified in Part - Sanitized Copy Approved tor Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 ; CIA-RDP93B00385R000300090001-1 
working on tlie problem from within State.” 

Casey was obviously concerned that the establishment of S/LPD in the 
State Department might put it beyorxl NSC control. Casey's involvanent 
in the public diplomacy effort apparently continued throughout the 
period under investigation by the Coranittees. 

On March 20, 1985, Oliver North sent a memorarxJum to National 
Security Advisor Robert McFarlane on the subject, "Timing and the 
Nicaraguan Resistance Vote.” Attached to the memo was a chronological 
event checklist which outlined efforts "aimed at securing Congressional 
approval for renewed stK^ort to the Nicaraguan Resistance Forces." 
Responsibility for the various efforts was tasked to a number of 
individuals in the NSC and Department of State as well as private 
. supporters including former Congressman Dan Kuykendall and State 
Department contract consultant Frank Gomez, In the cover memo seeking a 
decision from Don Regan tiiat would trigger some of the private group 
efforts. North wrote: 

"You should also be aware that Director Casey has sent a 
personal note to Don Regan on the timing matter. We are attempting 
to obtciin a copy for your use." 

As late as August of 1986, Walt Raymond prepeured a memorandum for 
Poindexter's signature to Bill Casey on the subject of Central American 
Public Diplomacy. The memo reported on a new structure in tlie State 
Department which moved LPD from the Secretary's Office to the Bureau of 
Inter-American Affairs. In the cover memo to Poindexter, Raymond 
indicated his desire to have Peter Dailey, who had been U.S. Ambassador 
to Ireland and had managed the public diplomacy initiative on INF 
deployment in Europe, "work closely with Bob Kagan, the Interagency 
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Central American Public Diplomacy coordinator, and to help coordinate 
private sector activities such as funding that currently cannot be done 
by either CIA or State." 

On August 22, 1986, Casey responded to the Poindexter memo 

indicating that he (Casey) had just; 

. , brought Pete Dailey on board as Counselor to the 

Director of Central Intelligence. As a CIA employee, naturally, 

Pete is subject to the legal prohibitions on us relating to 
activities intending to influence U.S. public opinican or policy. 

Any advisory role that he plays on the public diplcmacy front must, 
of course, be in accordance with these legal restrictions. 

"similarly, now .that Pete has joined us, he obviously can fave no 
role in any private fund-raising effort on bdnalf of the Nicaraguan 
Resistance." 

Curiously, the letter to Poindexter was apparently not sent to 
Poindexter but to Walt Raymond because, on August 29, 1986, Rayntond 
forwcirded the letter to Poindextea: with a cover memo which said; 

"Bill Casey has sent a brief note to you which puts some 
caveats euround the activities Peter Dailey can undertake. Peter has 
talked to me, and I do not believe that this will cause him any 
difficulties in helping us along the lines c£ our previous exchanges 
via the PROFS system." 

On August 26, 1986, Raymond sent a PROF note to Poindexter cn the 
subject of "Central America Public Diplomacy." The PROF note said, in 
part; 

"As a follow-up, Peter Dailey invited me to breakfast. I thought 
the memo was excellent but he did not feel that it totally filled 
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the bill. What he thought was missing was the immediacy of the 
problem from the American domestic perspective. He believes that we 
are operating with a relatively narrow window in which to turn 
around Americein perceptions re Contras — arx3 particularly Nic — or 
we will be chewed ip by Congress. We discussed the obvious, which 
is part of our strategy, including such things as; the need to 
convince people of the key importance of Contras to our national 
security; the need to glue white hats cn our team, etc. The themes 
are those m have pressed although he believes ws could change the 
dialogue away from Contras to denocrats; onphasize the need for a 
free and open vote, etc. Nothing really new here. Ihe key 
difference is that he thinks • we should run it nore like a 
political/presidential campaign. We need to strengthen our ability 
to reach out. Names like Rollins, Nofziger and co. were thrown 
around as the kinds of resources cne needs to tap. 

"Later, in talking to Ollie and Bob Kagan, we focussed cxi wnat 
is missing and that is a well-funded,' independent outside group — 
remember the Conmittee for the Present Danger — that cxjuld mobilize 
people, Peter suggested 10 or 12 very prominent bipartisan 

Americans. Added to this would need to be a key acticxi officer and 
a 501-C-3 tax-exaipt structure. It is totally understanding that 
such a structure is needed and also totally understanding why, for 
discreet political reasons, it was not included in the memo to Bill 
Casey, I told Pete he was right but we need 'a horse' and money!" 

As late as Novenber 10, 1986, Raymond sent another PROF note to 
Poindexter on the subject of "Cent Am Private Sector Initiative," which 
stated; 
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"There have been several meetings following ip on the effort to 
get a major, bipartisein group formed to help promote an 
'educaticaial' program in the U.S. which would help provide 
understanding (and sqpport) for our Centam policy, particularly 
vis-a-vis Nicaragua. 

"Although Pete Dailey, Bill Casey and Clif White have all been 
involved in general discussion of what needs to be done, we are 
going to have to be sure foat Pete and Bill are not involved. Pete 
i,s getting very nervous on this item. Hence, Clif is now taking the 
lead. Ttie current focus is to get a bipartisan co-chaimtenship, a 
-six man (roughly) EXCOM, a staff director and a large bipartisan 
advisory council. • ■ Current names being tossed around for the 
co-chair inclxide Jack Gavin, Bill Rogers, Dean Rusk and Mark White. 
Pete (and Ollie) favor going with Gavin. Clif is also talking to 
several key democratic activist types for their recommendations. 
Jim Woolsey's name has come tp in that context. Clif has the list 
of several effective operators who have just finished the fall 
campaign (plus scxne soon-to-be ex-staffers on the Hill) who might be 
a good EXDIR. Dave Miller has also been helpful, particularly in 
terms of getting the 501-C-3 status and access to fresh faces in the 
political consultant field. Clif has (or will) be seeking names 
from Mitch Daniels too. 

"Ihe problem with all of this is that to make it work it really 
has to be one step removed from our office and, as a result, we have 
to rely on others to get the job done. Will keep you posted." 

From early 1983 until November of 1986, the NSC staff, with the 
backing of Bill Casey and support from National Security Advisors Bill 
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Clark, Bud McFarlane and John Poindexter, and with continuing help fron 
Oliver North, created an inter-governmental structure the purposes arx3 
activities of which were masked from Congress arnS public view. The NSC 
and S/IiPD, curating under the cover of the State Department, hired 
outside consultants and gave encouragement, support and direction to 
groups of private citizens outside the government. These groups raised 
money for Contra weapons, lobbied the Congress, ran sophisticated media 
campaigns in targeted Congressional districts, and worked with S/LPD to 
influence American . public opinion through manipulation of the American 
press, -In the latter half of 19d 6, Raymond was attempting to set up a 
private group with more prestige euid greater clout than the Rich 
Miller/Spitz Channell network that had been quickly assembled and 
utilized to work on the 1986 Contra aid vote in the Congress. 

While donations from other countries and profits from the Iran arms 
sales provided most of the money for lethal assistance to the Contras 
after the Boland Amendment, a network of private foundations and 
organizations, including those associated with Carl R. "Spitz" Channell 
and Richard R. Miller, also played an essential role. Channel I's 
principal organization, the tax-exaipt National Endowment for the 
Preservation of Liberty (NEPL) , used White House briefings and private 
meetings with the President to raise more than $10,000,000 frcm private 
contributors, almost aU for the Contra cause. Over half of this total 
came from two elderly widows — Barbara Newington and Ellen Garwood — 
who made the bulk of their contributions after receiving private and 
emotional presentations by Oliver North on the Contras' cause and 
military needs. One dozen contributors accounted for ninety percent of 
NEPL's funds in 1985 and 1986. 
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Richard Miller's principal organization, International -Business 
Conmunication (IBC) , was a partnership between Miller and Frank Gotnez, 
which began to work on behalf of the Contras under a State Department 
contract that began in early 1984. From early 1984 until the Sumner of 
1985, iBC's principal source of incone was derived from a series of 
State Department sole-source, no-bid contracts pushed through the 
bureaucracy ty the principal officials of S/LPD. 

The first State Department contract for IBC began in February 1984, 
shortly after S/LTO had. begun its work. Miller and Gomez were 
introduced to Oliver North in mid-1984 by State Department officials 
froti S/LPD, From that period forward, Miller and Gcmez worked closely 
with North as well as the Office of Public Diplomacy in carrying out a 
variety of assignments related to the promotion of the Contra cause. 

In the Spring of 1985, White House Deputy Political Director John 
Roberts sent Spitz Channell and his Deputy, Dan Conrad, to meet with 
Miller and Gomez, who, Roberts believed, could best advise them how to 
utilize their fund-raising services on behalf of the Contra cause. 
Roberts was so confident in IBC's connections to the Administratiai that 
he described it as the "White House outside the White House." Miller 
and Gcmez assisted Channell in his fund-raising efforts and advised 
Channell on the disbursement of the proceeds for various projects 
including lobbying, television ads, newspaper ads and grassroots 
activities designed to influence Congressional votes on aid to the 
Contras. 

Congressman Mike Barnes, whose Congressional district adjoins 
Washington, D.C. and who was Chairman of the House Foreign Affairs 
Subcommittee on Western Hemisj^ere Affairs, was a special recipient of 
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television ads financed by Chanrvell. Heavy television advertising was 
directed against Barnes even though the sponsors knew that there was no 
chance they could change his mirxi or his vote. They felt, however, that 
since these ads were scheduled to run in the Washington media market, 
they would be seen by all Members of Congress and serve as a warning. 
The Washington television campaign was supplemented by ad campaigns in 
selectively targeted Congressional districts. The entire effort, 
although paid for by Spitz Channell and his ocaitributors, was actUcdly 
managed by Rich Miller and others, including Dan Kuykendall and Penn 
Kemble. 

Of the §10,000,000 that was raised, nearly two milliOT dollars was 
spent, for public relaticxjs, political advertising and lobbying. Much of 
the rest was retained ty Miller and Channell for salaries, fees and 
expenses incurred by their organizations. The NEPL money that was spent 
for direct and indirect assistance to the Contras was disbursed, 
primarily by Miller, at the direction of North. Approximately $1.7 
million was "washed" by Channell through Miller's domestic and Cayman 
Island entities — International Business Communications (IBC) and I.C., 
Inc. — to the Enterprise, where it was cotimingled with funds from third 
country contributions and the Iranian arms sale. Another one million 
dollars was passed at the direction of North through Miller's entities 
to accounts controlled by Adolfo Calero. Approximately $500,000 was 
distributed at North's request to other persons and entities engaged in 
'activities relating to the Contras, including Rob Owen, Dan Kuykendall, 
Thomas Dowling, the Washington UNO Office and some unidentified 
entities. 

Friends of the Democratic Center in Central America (PRODEMCA) , 
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which concentrated on Central American issues, was another organization 
that had close financial and personal ties to Channell arx3 Miller. Penn 
Kemble, the President of PRODEMCA, was involved in a broad array of 
activities related to Spitz Channell ’s Central American Freedom Program 
and the Reagan Administration's efforts an b^alf of the Contras. 

Kemble initially recommended to Miller and Gomez that Bruce Cameron be 
hired as a lobbyist for PRODEMCA. The relationship, however, was 
eventually acccnplished by Kemble and Cameron taking over Hob Ovens' 
organization, the Institute for Dontocracy and Education in America 
(IDEA) , changing its name to Center for Democracy in the Americas (CDA) , 
and- readjusting the board of directors bo inclule Kemble as Chairman and 
Cameron as President. 

Kemble was also one of the principals in the Institute for Religion 
and Democracy, which worked witn Otto Reich's S/LPD office in the State 
Department and received some minimal funds from I6C. At the PRODEMCA 
offices, Kemble hosted legislative strategy sessions, in at least one of 
which State Department official Robert Kagan was a participant, prior to 
the 1986 Congressional votes on Contra aid. 

In the summer of 1985, Oliver North, with the assistance of Richard 
Miller and Frank Gomez, enlisted the services of Roy Godson and the 
Heritage FouixJation in his successful effort to transfer money 
indirectly to Miller's Cayman Island bank account. North initially 
asked Roy Godson, a consultant to the NSC, a member of the President's 
Foreign Intelligence Advisory Board, and the Director of the Washington 
Office of the National Strategy Information Center (an organization 
founded by William Casey and with extensive ties to the intelligence 
community) , to raise money to be spent in Nicaragua. Godson later met 
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with Miller, who suggested two alternative routes for contributions: 
donations to the Institute for North-South Issues (INSI), a tax-exanpt 
organization controlled by Miller's partner, Frank Gomez; or noney 
transfers directly to Miller's Cayman Islands bank account. 

Godson turned for assistance to Clyde Slease of Pittsburgh, counsel 
to Richard Mellon Scaife and several Mellon family foundations. At the 
request of Slease, Godson arranged for a meeting with North and Robert 
McFarlane in the Situation Rocm of the White House. Slease agreed to 
try to raise $400,000 for North's project. Slease then persuaded an 
cicquaintance in Pittsburgh, John Donahue, to donate $100,000, and they 
settled cn designating the Heritage Foundation as the recipient of the 
donation. 

A Septeirber 12, 1985 letter fran Richard Miller to Edwin Fuelner, 
Director of the Heritage Foundation, indicates that Donahue's $100,000 
grant to the Heritage Foundaticxi was then awarded to INSI in the form of 
a grant for, according to Miller's letter, "the purpose of disseminating 
in Central America materials designed to educate the public on U.S. 
policy objectives." No such materials, however, were ever produced by 
INSI. Instead, Miller instructed INSI, after Heritage awarded it the 
$100,000, to transfer $80,000 of the grant to his Cayman Islands account 
from which furxSs were withdrawn as directed by North. INSI retained a 
twenty percent administrative fee for its distribution of the grant, 
which, according to Miller, was the standard fee North had recommended 
him to take. Donahue was never informed that INSI would be the 
recipient of his grant nor that the money would eventually find its way 
into Miller's Cayman Island account or North's Lake Resources aocount. 

The grant to INSI via Heritage is one example of the elaborate 
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efforts Channell and Miller made to conceal the nature of their 
fund-raising activities and North's role. Certain funds received by 
NEPL for Contra assistance were allocated on Channell 's books to a 
project denominated "Toys," a ei^)hemism for weapons. NEPL arxi IBC 
enployees were instructed to refer to North by a code name, "Green." 

Funds were transferred to the Contras, not directly — which would be 
traceable — but through Miller's anonymous offshore entity, I.C., Inc. 

North misrepresented to several White House officials the nature of 
the network's fund-raising activities. For instance, the President 
apparently was led to believe - that the funds were being raised for 
political advertising; the President's Chief of Staff, Donald Regan, was 
deliberately kept in the dark- -toy North and Poindexter; and North 
misrepresented to Congress and White House personnel the nature of his 
involvement in the activities of NEPL and IBC. As a result, the 
Miller/Channell network was able to operate successfully until the 
latter part of 1986, vhen increased government aid to the Contras and 
public disclosure of both the Iranian arms sales and the Contra resupply 
network made further assistance efforts unnecessary and unwise. 

By using a tax-exempt organization to funnel money to the 
Contras — for arms and other purposes — Channel! and Miller provided tax 
deductions to donors. As a result, the United States Government 
effectively subsidized a portion of the contributions intended for 
lethal aid to the Contras. In the Spring of 1987, Channell and Miller 
pled guilty to criminal tax charges of cOTspiring to defraud "the United 
States Treasury of revenues to which it was entitled by subverting and 
corrupting the lawful purpose of NEPL by using NEPL... to solicit 
contributions to purchase military and other non-humanitarian aid for 
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the Contras." At his plea hearing, Channell identified Miller and North 
as his coccnspirators. 


OGNCLUSIGNS 

This report, as well as the documents and testimony cpon which it is 
based, indicates that senior CIA officials with backgrounds in covert 
Operations, as well as military intelligence and psychological 
operations specialists from the Department of Defense, were deeply 
involved in establishing and participating in a domestic political and 
propaganda c^)eration run through an- obscure bureau in the Department of 
State which reported directly to the National Security Council rather 
than through the normal State Department channels. 

The NSC working groip on Central American Public Diplomacy was run 
by a former senior CIA propaganda specialist and included 
representatives of the CIA, the Department of Defense and the USIA as 
well as various NSC staff, including Oliver North. Former CIA Director 
William Casey approved of the operation and was kept informed of its 
activities throughout its existence. Donald Gregg, a former 
high-ranking CIA official vho is presently the National Security Advisor 
to Vice Pr^ident Bush, initiated the recommendation vrtiich led to the 
assignment of the senior CIA covert operative to the NSC. lhat 
official, Walter Raymond, Jr., was responsible for the establishnent of 
the S/LPD mechanism at the State Department, even over the objections 
and resistance of Secretary of State George Shultz. Faymorri also ran 
the Central American Working Group Public Diplomacy at the NSC to 
which S/LPD reported. He was instrumental in facilitating the 
assignment of intelligence personnel from the Department of Defense to 
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S/LPD ar»d the exparisioi of State Department resources available -to S/LPD 
despite objections to, and initial denials of, such requests by senior 
officials at the Departments of Defense and State. Through irregular 
sole-source, no-bid contracts, S/LPD established arx3 sustained a private 
network of inidviduals and crganizatiais whose activities were 
coordinated with, and sometimes directed by. Col. Oliver North as well 
as officials of the NSC and S/LPD. These private individuals and 
organizations raised and spent funds for the purpose of influencing 
Congressional votes and U.S. domestic news media. This netwrk raised 
and funneled noney to off-shore bank accounts in the Cayman Islands or 
to the secret Lake Resources bank account in Switzerland for 
disbursement at the direction of Oliver North. 

Almost all of these activities vere hidden from public view and many 
of the key individuals involved were never questioned or interviewed by 
the Iran/Contra Committees. Relevant documents discovered in S/LPD 's 
files by the GftO were never provided to the Iran/Contra Committees nor 
the Foreign Affairs Cormittee despite repeated requests. The State 
Department Office of Personnel has, for over a year, refused to act on a 
recommendation by the State Department Inspector General that the former 
heed of S/LPD be subjected to disciplinary action. A recommendation to 
the Inspector General of OSlA that certain matters related to these 
activities be investigated has apparently been ignored or inexplicably 
delayed. Key officials of the NSC and S/LPD, who were responsible for 
many of these imporper activities, have been promoted or transferred to 
senior positions in the U.S. Government. 

A subsequent investigation may be necessary , to determine the extent 
to which the Department of State was used, and perhaps compromised, by 
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the CIA arx3 the NSC to establish, sustain and manage a domestic covert 
operation designed to lobby the Congress, manipulate the media and 
influence domestic public opinion. 
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Dear Colleague: 

Attached is-, a copy of a prelimirwry report prep 2 u:ed by the 
Ccranittee staff, which has been reviewing the State Department 
consulting contracts with International Business Ccnrnunications (IBC) 
and one of its principals, Frank Gonez. 

Because of the difficulty the Canmittee staiff hcis encountered in 
its efforts to <*tain relevant information from the State Depaiianent, 
and because IBC has aj^rently been involved in the funneling of money 
to secret Swiss bank accounts, I am forwarding this report, along with 
all of the relevant documents, to tiie House Select Conmittee to 
Investigate Covert Anns Transactions with Iran. 

Although the Conmittee will continue to seek information on IBC 
and related cotpanies in its oversight capacity, it is becoming 
increasingly ajparent that the Select Conmittee may have to use its 
subpoena powers to ctotain the full story. 


DBF:BHddn 
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Committee on Jforeign Sffairj; 

MacwagaoH 

TO: Dante B. Fascell, Chairman [5ATE: March 18, 1987 

FM: Committee Staff 

RE: State Department's Award of Contracts to Frank Gomez and 

International Business Communications 


Attached is a preliminary report of the Committee staff's 
investigation of the circumstances surrounding the award of six 
contracts by the State D^artment's Office of Latin America Public 
•Diplomacy to International Business Communications (IBC) and its 
principal, Frank Gomez. 

As noted in the attached report,, the staff encountered a number of 
problans in its attenpt to obtain all of the relevant documents in a 
timely fashion. Information and documents initially given to the 
Conmittee were incomplete and failed to provide a continuous flow of 
events. Additional information and documents were provided to the 
Committee staff at the State Department under restrictive conditions. 

After its review of all contracts and files, the staff is of the 
opinicxi that the information provided by the Department raises nany 
more questions than it answers. Given this fact, the staff wishes to 
emphasize that the attached document is a preliminary , not a final, 
report . 

While the State Department contracts and the files contain 
additional information on, for exaitple, the circumstances surrounding 
the classification of the $276,000 contract, IBC's direct mail 
efforts, and some of the reasons why the Department formally entered 
into a contractual relation with IBC eleven months after the contract 
period commenced, these documents are still conpletely lacking in 
terms of answering a number of key questions. For exanple: 

— Why was a non-conpetitive $276,000 State Department contract 
with IBC classified as secret during the same time period that IBC was 
engaged in transferring monies to Lake Resources, an account 
controlled by Oliver North for the purpose of aiding the Contras? 

— Were any of the State Department contract monies in fact used 
by IBC to illegally lobby Manbers of Congress? 

— Were State Department monies illegally diverted to aid the 
Contras? 
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'nw Ccxnmittee staff is of the opinion that these pressing 
questions can only be properly reviewed by the Select Committee to 
Investigate Covert Arms Transactions with Iran. With your 
concurrence, the staff recommends that all documents in the 
Committee's possession .by forwarded to Chairman Hamilton and the 
Select Cormdttee staff. 

Ibis report was compiled by Bert Hammond, Vic Zangla. and Spencer 
Oliver. 
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PRELIMINARY REPORT 


MEMORANDUM 


TO: Members, House of Representatives Committee 

on Foreign Affairs 

FM; Foreign Affairs Ccnmittee Staff 

RE: Preliminary Review of Department of State Contracts with 

International Business Ccnmunications, Inc., 

News articles on February 7, 1987, saying that the State Department awarded 
a secret contract for $276,186 last year to a public relations firm that 
reportedly worked with Lt. Col. Oliver L. North, sparked immediate Conmittee 
inquiries to the Department of State. In a letter dated February 9, 1987, 
Chairman Fascell and Chairman Hamilton requested the Secretary of State to 
provide information on this contract and any similar ones. 


An on-the-record meeting was held on February 10, 1987, between Committee 
staff and State Department officials. The meeting produced little, if any, 
substantive and definitive infontetion, e.g. on the reason for the contract; 
the rationale for giving it a secret classification; its propriety in terms of 
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spending taoqpayer money for publicity and propaganda purposes; its award and 
signing on S^tember 2, 1986 — some eleven months acEter its effective date of 
October 1, 1985; its relationship, if any, to payments for pro-Contra TV ads; 
and the possible use of government contract payments to lobby Members of 
Congress . 

Information and documents initially given to the Committee were inconplete 
and failed to provide a continuous flow of events. Additional information and 
documents from coitract files and the office of Public Diplomacy files were 
made available to Committee staff at the State Department under closely 
supervised and restrictive conditions. This information likewise was 
inconplete. For exanple, the State Department initially identified two 
contracts with IBC. It now appears that there were at least six contracts with 
IBC or its principals (see following listing and appendix). 

Despite strenuous efforts by the Comnittee and its staff to obtain 
documents and information related to the contracts with IBC, its principals, 
and other similar contractors the Department of State has continued to raise 
barriers to Committee access to State Department files. Ccnmittee staff 
requested contract . information and answers to a number of specific questions at 
the on-the-record meeting with State Department officials on February 10, 1987. 
Ihis information has not been provided. At a hearing shortly thereafter. 
Chairman Fascell asked the Secretary of State about the delays ai>d 
unresponsiveness of his Department. The Secretary said it was not their 
intention to deny information to proper oversight investigations. However, the 
State Department continued to stall — even after subsequent phone calls and 
attarpts to expedite the responses. Chairman Fascell again wrote to the State 
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Departanent and other agencies on March 5, 1987, requesting in^xartant 
infornation <xi agency contracting — again without response. 

The Cormittee is peurticularly concerned eibout the role played by the State 
Department's Legal Advisor and his staff throughout its investigation. It 
appears that all requests by the Committee for information from the State 
Department must go through the Legal Advisor's staff. The Legal Advisor's 
staff has continued to raise c[uestions about every request, to examine all 
documents before turning them pv.er to ^e Committee, and to monitor and control 
the Committee's access to documents aivi other information. It is as though the 
Legal Advisor is acting as a .defense lawyer in a criminal investigation. As a 
result, the Committee has obtauined only a small portion of the documents 
requested and has been required to jump through all kinds of unnecessary hoops 
just to acquire information that should routinely be provided in its oversight 
capacity. This gives rise to a questicxi of what the Legal Advisor's office is 
doing in this investigation? Why are they involved? Who are they reporting 
to? Who is instructing them to apparently frustrate the Committee's efforts to 
oversee the activities of the Department of State? 

Although access has been extremely limited, the following comments and 
observations are based on a preliminary examination of documents and other 
information made available to the committee. 

oomitACis 

Committee staff has identified the following six contracts between 
Frank Gcmez/IBC and the Department of State. All contracts were sole 
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PERPQRMAECS PERIOD 

AMOUNT 

P.O. « 

RBCIPHOT 

2/14/84 

- 5/31/84 

$ 9,500 

1001-402214 

Frank Gomez 

5/1/84 

- 7/31/84 

9,500 

1001-402296 

Frank Gomez 

7/31/84 - 9/1/84 
(extension of above contract) 

9,800 

1001-402296-A Prank Gomez 


10/1/84 

- 12/31/84 

24,400 

1001-502074 

IBC 

3/1/85 

- 9/30/85 

90,000 

1001-502160 

IBC 

10/1/85 

- 9/30/86 

276,186 

1001-602066 

IBC 


In additic»i to these cx>ntractS/ Francis Gomez, in a letter dated 2/29/84 to 
Matthew Friedman (IX)S/Office of Public Diplomacy) , requested payment on an 
additional ccxitract (P.O. #1101-402220, $9,500 total amount). In a letter 
dated 9/30/83, Francis Gcmez, who was eiployed as tiie Director of the Foreign 
Press Center at USIA, indicated that he would leave the employ of USIA on 
2/14/84. Staff made a request for a copy of this contract but has not yet 
received it. Questions include whether the period of performance for this 
contract overlapped with other contract work for LPD performed by Frank Gomez, 
and whether Mr. Gcmez had terminated his enplcyment with USIA before 
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undertaking work for the Department of State. 


OlUQl LFD OONITUOS 


i^jparently, State's Office of Public Diplomacy for Latin America «ind the 
Cauribbean (LPD) contracted for public diplomacy and public relations with IBC 
as well as others. Mark Richards Associates, Inc., seems to have had at least 
3 contracts with LPD valued at approximately §126,000. Also, a number of 
individuals were contracted to write one or more pap>ers reportedly used in 
connection with LPD published materials. Of particular interest in this regard 
is a contract to Mr. Arturo Cruz, Jr. in FY 1985 for $6,300. Mr. Cruz, Jr. is 
the son of Arturo Cruz, a director of the United Nicaraguan Opposition (UNO) , 
who recently resigned. 

One of the questions that arises here is tile extent to which these 
contracts with LPD were for the same or similar type work performed by IBC 
during the same time periods; and if so, why the contracts were not open to 
ccnpetitive bidding. The Ccnsnittee requested these contracts eind other 
possible contracts on March 5, 1987, and has not yet received them. 

PAXMOnS TO IBC 


IBC made frequent requests to State for payments, sometimes prepayments, 
for services rendered under several contracts in 1984 and 1985. For exanple, 

CXI 4/11/85, IBC, citing cash flow problans, urgently requested an early payment 
on the first installment of an existing $90,000 cxintract that covered services 
through September, 1985. IBC continued to perfom services for LPD, apparently 
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without ir^terrupticxts and without a signed contract, from October, 1985, to 
S^teniber, 1986. There is no evidence in the documents made avadlable to the 
Committee that IBC requested any payment for these services during this 
11-month period until September 16, 1986, when an invoice was submitted for 
$216,381.16 for services rendered from October 1, 1985 through August 31, 1986. 
A final invoice covering the mOTth of September 1986, for $25, 670 was 
submitted on October 31, 1986. (Total cost $242,051.16). 

Although documents ■ ewraiined. -r- including proposals, projected costs, 
requests for a fixed-priced contract, and reports of services rendered — date 
back to September, 1985, the actual contract was not signed and executed until 
September 2, 1986, in the amount of $276,186. This series of events gives rise 
to a number of questions: for exanple, how and why IBC funded its operating 

costs over such a prolonged period of time without written assurance that it 
would get a contract and be reimbursed for services rendered; why it took so 
long to execute a contract ostensibly for services similar to ones that IBC had 
performed for State/LPD under prior contracts; why the contract eventually 
executed was classified secret; v^y the contract was not ccctpeted; and whether 
or not services performed by IBC in the curea of public diplomacy and 
development and distribution of information on Central America were apprc^riate 
and consistent with existing legislation. 

Perhaps, the article in the Washington Post on March 7, 1987, may explain 
to some extent why IBC was apparently not pressed for money during the contract 
performance period. Based on information contained in an internal IBC 
menorandun, the article identifies IBC as a conduit for some $4.93 millioi 
received from the National Endowment for the Preservation of Liberty (NEPL) 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 ; CIA-RDP93B00385R000300090001-1 



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 


7 

during May 1985/ through Decanber 1986. NEPL is an organization apparently 
controlled by Carl (Spitz) Channell. Reportedly, $1.74 million of this money 
was transferred by IBC to Lake Resources, Inc., an organization allegedly 
controlled by Lt. Col. Oliver North. The article notes that IBC collected 
"professional fees" of $1.28 million and spent another $493,000 on "program 
exper^ses . " 

OVESHEAD 


The overhead diarges included in the $276,000 IBC contract amount to 
$128,727, or 50% of the total contract, excluding the fixed fee of $16,442. On 
the surface, these cheirges ap>pear to be excessive and inconsistent. For 
exanple, the facility cost base used by IBC and accepted by the State 
Department included $110,000 for rent, $25,142 for real estate taxes and 
depreciation, and $17,895 for utilities and maintenance. Questions arise 
because the facility cost base includes large rental fees along with costs 
(taxes, depreciation, and maintenance) generally associated with ownership of 
real property. The principal place of business, 1912 Sunderland Place, N.W. is 
a small 3 level office building with ^proximately 900 square feet of office 
spiace on each level. The building in which IBC is located also houses a number 
of other professional tenants. The contract called for places of performance 
at the State Departnnent; 1912 Sunderland Place, N.W. ; and 1523 New Haitpshire 
Ave., N.W. , both in Washington, D.C. 

MAQJIC LIST 

IBC was asked by LPD in October 1985, to assume responsibilities for 
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distributing public diplomacy materials and developing an improved, 
computerized mailing list. Starting with a listing containing about 500 names 
— mostly press, U.S. government, and support groups — IBC developed a 
conputerized data base of some 3300 names. This current listing includes 
Members of Ccxigress, key House and Senate staff members, U.S. government 
officials, the media, religious organizations, state and local government 
officials, political organizations, academicians, educational associations, 
business, labor ar»d research organizations , public interest groups, and private 
individuals. The cortplete mailing list Vas not yet been made available to the 
Ccnnvittee. 

Some preliminary observations about the mailing list: (1) it appears to 

consist largely of grovps, organizations and individuals in positions to 
directly or indirectly influence, debate and/or publicly support official U.S. 
policy and activity in Latin America and the Caribbean; (2) the number of 
private individuals on the list is probably small; (3) the existing database is 
structured and coded so as to allow sorting, selecticxi cind grouping of names in 
any number of different categories, which in turn, would allow specific 
targeting of public diplomacy efforts; (4) the database system is relational, 
i.e., it can manipulate data for statistical and demographic purposes; thus it 
seans to have the capability of oonpeuring and analyzing information to 
determine when and where diplomacy efforts are successful or need to be 
enhanced. 

We found no evidence that Members of Congress and their staffs knew or were 
aware that the State Department was paying one or more outside contractors to 
conduct "public diplomacy'' aimed at influencing the Congress. 
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The limited information made available to us indicates prci)lems and 
supports questions in a number of areas; (1) whether groups or individuals 
were deliberately targeted by State/IBC in developing the mailing list and 
developing and distributing information, (2) the extent to which the material 
mailed out was objective and factual or designed to influence legislation, (3) 
whether State/IBC ccnplied with mail statute 39 USC 3204 that prohibits U.S. 
government officials from mailing materials without prior requests, except to 
educational institutions, pv^lic libraries or Federal, State and other public 
authorities, (4) if State/IBC public diplomacy efforts were inconsistait or 
contreuy to legislative and other prohibitions regarding lobbying and (5) 
vhether State is complying with the requirement to inquire periodically if an 
individual or organization wants to remain on the mailing list. 


CLASSIFIC3^TIGN OP GCMERACr 


Press reports allege that the State Department classified the $276,000 
contract in order to protect Sandinista defectors that IBC was reponsible for 
under the terms of the contract. In a discussion between committee staff and 
DOS officials (2/10/87) , State representatives indicated that the contract had 
been classified not for security reascxis but to guard business confidentiality. 


In an internal State Department memorandum dated 2/24/86, John Blacken 
(S/LPD) said that "the services provided by the contract are such that 
publication of the general nature of the performance would be detrimental to 
ongoing programs under S/LPD. Firstly, release of the general nature of the 
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contract cculd allow elements unfriendly to the U.S. to deduce sensitive 
interagency operations of S/UO, the secrecy of which is fundamental to their 
success. Revelation of certain operations or allowing speculation could result 
in serious damage to our relations with several allies and other sovereign 
states," 

In another memorandum dated 2/29/86, Thomas F. Calhoun (S/LPD) informed 
Barbara Garland, Acting Chief of the Contracts Division, that the entire 
contract with IBC would be classified secret. Calhoun indicated that the 
citations justifying the classification of the $276,000 IBC contract are 
Federal Acquisiticxi Regulations (FAR) 6.302-6 for national security 
consideration and FAR 5.202 for unusual and cornpelling reasons. 

FAR 5.202 states that the contracting officer need not submit the notice 
required by FAR 5.201 (which requires agencies to furnish for publication in 
the Commerce Business Daily (CBD) notice of proposed contracts to exceed 
$10,000) vihen the contracting officer determines that publication of the 
synopsis of the contract in CBD vrould coRpromise the national security (e.g., 
would result in disclosure of classified information). Sec. 5.202(1) also 
states that "The fact that a proposed solicitation or contract action contains 
classified informatics, or that access to classified matters may be necessary 
to submit a proposal or perform the contract does not, in itself, justify use 
of this exception to synopsis." 


Section 6.302-6 of the FAR states that full and open caipetition for the 
award of the contract "need not be provided for when the disclosure of the 
agency's needs would compromise the national security." Section 6.302-6 also 
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states that national secxurity justifications for classifying a contract shall 
not be used merely because the acquisition is classified, or merely because 
access to classified matters will be necessary to submit a proposal or perform 
a contract. 

The October 1, 1985, through September 30, 1986, DOS contract with IBC 
provided for the handling of Nicaraguan political defectors during their stay 
in the U.S. and for translation services associated with debriefing the 
defectors. In addition, IBC would provide DOS with direct mail services. 

With respect to the secret classification of the IBC contract, a nuntoer of 
questions remain: 

— How would the disclosure of a contract to host Nicaraguan exiles in the U.S. 
have cottprcmised national security? 

— Hew would the IBC contract in question have compromised the Office of 
Public Diplomacy had it been disclosed publicly? 

— How would public disclosure of the contract have conpronvised U.S. 
relatiOTS with its allies and other sovereign states? 

— Hew would the business practices of IBC have been compromised if the 
contents of the contract had been disclosed to the public? 

— Were national security considerations the real reason for classifying 
the contract? 
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IBC SBOORriT CLBMONCB 

Department of State records indicate that due to the classification of the 
IBC contract for $276,000, a fonnal written award of the contract could not be 
made until IBC obtained a secret facility clearance. 

On March 18, 1986, Defense Investigative Service (DIS) responded to the 
State Department to indicate that IBC was a partnership (namely. Miller 
Conmunicaticxis , Irvc. and Gontez International, Inc.) and that both individuals 
(Gcnez and Miller) wished to have their facility, clearance processed eis an 
individual facility partnership. Both Miller and Gomez were advised by DIS 
that additicaial documentation would have to be processed for such a clearance. 
Neither entity responded to the DIS request for additional information. 

On April 17, the State Department forwcurded a second request for clearance 
to DIS. On May 6, DIS responded to State to indicate that the office "had made 
repeated attenpts to contact Mr. Frank Gomez, all to no avadl." 

On May 14, a third request for a secret facility clearance was forwarded to 
DIS. On June 3, DIS responded to State that after "repeated and eiqplicit 
requests that the partnership furnish the information requested to place IBC in 
process for a clearance," Gcmez and Miller had not answered DIS inquiries. DIS 
again discontinued processing IBC for a facility clearance. 

In a June 12 memo, Barbara Garland (Contracts Branch) noted IBC's repeated 
failure to respond to DIS inquiries. She reccrrmended that "the requirements 
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office should be put cn notice tJiat IBC is to perform no further services nor 
incur further costs until the situation is resolved.” 

In a June 17 memo to Robert Kagan (Director, Office of Public Diplomacy) 
Robert Dic)cson of the Procurement Division warned that unless Kagan’s office 
took immediate action to ensure that IBC ccuplied with DIS requests, the Office 
of Public Diplomacy "would be faced with a situation where services are being 
performed not only absent a contract but where there is no adequate assurance 
that -the contractor is following security procedxures for an effort that is 
clearly sensitive in nature. Should this effort fail, there is no means to 
assure that the services are being performed in accordance with S/LPD's 
requirements and no contractual instrument will exist by which the contractor 
may be paid for its services." 

On July 30, DIS granted IBC an Interim Secret facility clearance. 

On Novanber 17, after the expiration of the contract, DIS granted IBC a 
secret facility cle6u:ance but without the capability to safeguard classified 
material. The IBC facility that was granted a clearance is located at 1912 
Sunderland Place, N.W. , Washington, D. C. 20036. It should be noted that the 
contract also permits the contractor to perform services at 1523 New Hampshire 
Ave., N.W., Washington, D.C. 20036. This facility, however, was not granted a 
security clecurance. 

This series of events raises nony questions such as: 

— Why weren't IBC's principals, Richard Miller and Frank (Scmez, more 
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responsive to Defense Investigative Service's inquires? 

— What classified services did IBC provide State in the ten month period 
before it received its interim security clearance on 7/30/86? At which 
locaticxi were these classified services performed? 

— Were the classified services that IBC provided to State before receiving 
its interim security clearance in violation of security clearance provisions? 

r— Is it normal practice to aH>rove a classified contract and continue to 
request that classified services be provided by the contractor before proper 
cleeirances have been granted to the contractor? 

— How could the Office of Public Diplomacy be assured that IBC was 
executing its contractual obligations in accordance with State Depeurtment 
requirements when IBC had failed cn numerous occasions to obtain the prc^>er 
security clearances? 

— Was it within government and State Department procedures and guidelines 
to formally enter into a classified contract with IBC, albeit a year after the 
beginning of the contract period, before a final secret clecirance had been 
granted by DIS? (final secret clearance granted by DIS Nov. 17, 1986.) 

— How widespread a habit does the State Department make of requesting 
services from an outside firm before it enters into a formal contractual 
relationship with the firm? 
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— Why didn't Mr. Kagan and the staff of the Office of Public Diplomacy 
respond to warnings in a June 17 memo from the Procurement Division which noted 
that without a contract, (1) the contractor was working at his own risk; (2) a 
situation existed whereby services were being performed not only absent a 
contract but that there was not adequate assurance that the contractor was 
following security procedures; and (3) r» contractual instrument existed at the 
time by which the contractor could be paid for its services? 

What was the purpose of classifying the contract when in fact the 
contractor provided services to the State Department without having obtained a 
facility secxarity clearance for the first ten months of the 12-month ccxitract 
period? 


LBGTTIMMJy OP IBC OKORACr 

Staff notes that the legitimacy of the $276,000 IBC contract was raised by 
Barbara Garland, Contracts Division. In a January 8, 1986, memorandum to 
Barbara Garland, Dennis Gallagher of the Office of Assistant Legal Advisor, 
addressed her concerns. 

Specifically, Gallagher referred in his menorandum to 0MB Circular No. 
A-76, which states that the U.S. Government may rely on corntiercially available 
services to provide commercial products euid services for government use. 
Certain functions, however, which are intimately related to the public 
interest, and which require policy making and decision making activity (for 
exanple, criminal investigations, national defense, regulaticxi of industry and 
cotrroerce) may only be provided by the government. The IBC contract in 
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question, according to Gallagher, consists primarily of liaison and information 
dissemination in connection with Department public relations, press relations, 
and congressional relations efforts. 0MB Circular A-76 lists advertising and 
public relations services among the management svpport services listed as 
commercial activities. Using OMBs guidelines, Gallagher believes IBC's 
activities, as outlined in the IBC contract in question, are not inherently 
governmental, do not involve policy making and decision making activities, and 
are therefore legitimate. 

Gallagher also notes: • "Department of State expenditures for public 
relations are generally limited by a standard provision in our annual 
appropriation acts -providing that appropriations may not be used for publicity 
and prc^joganda purposes not authorized by Congress. Since S/LDPs public 
information program has been presented to Congress by the Depaurtment, this 
provision does not apply to prohibit the proposal contract." 

It should be noted, however, that the Committee has not found any evidence 
that Congress was ever informed that the State Department's Office of Latin 
Americem Public Diplomacy would enter into secret contractual arranganents 
which might violate prohibitions against lot^ying and dissemit»ting government 
information for publicity and propaganda purposes. 
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flPPHOIX 

OGMEZ/IBC GONTRMnS WITH OBPARlMEMr OP ?mTE 


OONTRACT NDMBER: 

1001-402214 

OOmHMCIGR: 

Frank Gomez 

6564 Williamsburg Blvd. 
Arlington, VA. 22213 

AoacY: 

Department of State — Office of Public 
Diplomacy 

amount: 

$9,500.00 

TWB: 

Fixed/Sole Source 

COmTMCr roRlGD: 

2/14/84 - 5/31/84 

DATE EXBCtnED: 

2/24/84 

INITIATHD BY: 

Jonathan Miller, Acting Director, Office of 
Public Diplomacy 

SIGNED BY: 

Simon Canady, 2/27/84 — contracts office; 
approved by; Jonathan Miller, 2/27/84; 
Frances Gomez, 2/28/84 


(Note; This contract was amended to include payment for travel expenses to 
Central America incurred by Mr. Gomez in connection with fulfilling the terms 
of the contract.) 

PURPOSE: 1) Research, write and assemble information 

kits on U.S. policy in Central America for 
use by persons speaking on behalf of 
Administration policy in the region. 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 


II. 

oomtAcr NieQi: 
OONTOACrGR: 


AGNBGY: 

AHOQKT: 

T5fPE: 

OONTRACr PERIOD: 
CAXB EXBODIBD: 
INITIAIED BY: 

SIQIQ) BY: 
PURPOSE: 


1001-402296 

Francis Gomez 

6564 Williamsburg Blvd. 

Arlington, VA. 22213 

Department of State - Office of Public 
Diplomacy 

$9,500.00 

Fixed/Sole Source 

5/1/84 - 7/31/84 

4/16/84 

.Jonathan Miller, Director, Office of Public 
Diplomacy 


(1) Research paper on Nicaraguan 
Government's internal ard external 
information apparatus 

(2) Prepare briefing book of Central America 

(3) Evaluate Government of El Salvador's 
public information programs. 
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III. 

GONnuO* NOCER: 


OONTRACTQR: 


AGHBCY: 




T5fPB: 


aotnTSM::! PERIOD; 


DATE EXBODEH): 
INITIATED BY: 


SIGNSD BY: 


FORPOSE: 


1001-402296-A 

Francis Gomez 

6564 Williamsburg Blvd. 

Arlington, VA. 22213 

Department of State, Office of Public 
Diplomacy 

$9,800.00 

Fixed/Sole Source 

Anends PO# 1001-402296 to extend periood of 
contract through 9/1/84. 

7/18/84 

Jonathan Miller, Office of Latin America 
Public Diplomacy 

Jonathan Miller, 6/15/84; Simon Canady, 
Contracting Officer, 7/18/84. 

(1) Develop and execute a public affairs 
strategy and program relating to 11/4/84 
elections in Nicaragua. Included in 
activities shall be coordination of visits to 
Washington by Nicaraguan citizens and 
arrangements for meetings, press conferences, 
interviews auid other events. 

(2) Draft and attempt to place in prominent 
newspapers op-ed type articles for 
contractor's signature as well as other State 
Department officials. 

(3) Talking points and speeches reflecting 
current developments in the region and U.S. 
policies and approaches to Central America. 
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IV. 

GomRAcr tuesu 1001-502074 


CONTRACTOR: 


ACaiCT: 

amount: 


International Business Communications 
Suite 300 

1607 New Hampshire Avenue, N.W. 

Washington, D.C. 20009 

Department of State, Office of Latin America 
Public Diplomacy 

$24,400.00 


TIPS: 


Fixed/Sole Source 


OOmRACT FHRIGQ: 
DATS EXBODIED: 
INITlAia} BT: 

SICaiBD Bi: 

FORPOSB: 


10/1/84 - 12/31/84 
12/10/84 

Jonathan Miller, Director, Office of Public 
Diplomacy 

Jonathan Miller, 12/16/84; Simon Canady, 
Contracting Officer, 1/28/85 

(1) Press conferences, interviews; plan and 
execute press conferences for visitors from 
Central America to the U.S., as well as 
Central Americcuis in U.S. Provide 
simultaneous translation services. 

(2) Plan and execute three to four speakers 
tours to the northeast of the United States, 
to include Boston, Hartford, Providence, New 
York, and Philadelphia. Speakers will be 
Central Americans either visiting or residing 
in U.S. 

(3) Analysis of documents captured in the 
conflict in El Salvador. 
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V. 


(XimUCT 


1001-520160 


ootmacroR: 


AGMBcnr: 


AMOUIT: 

TSfFB: 

OONTRACr FEKIGO: 
DATE BgPTl'HO; 
INITIAIED BV: 
SIGNS} BY: 


FORPOSE: 


International Business Communications 
Suite 300 

1607 New HcUipshire Avenue/ N.W. 

Washington, D.C. 20009 

Department of State, Office of Latin America 
Public Diplomacy 

$90,000.00 

I 

Fixed/Sole Source 
3/1/85 - 9/30/85 
3/29/85 

Frank Gardner, Office of Public Diplomacy 

Barbara Garland, 4/1/85; Contracting Officer: 
Richard Miller, President, IDC 

(1) Assist U.S. visits of Central American 
political, business and humanitarian 
organization representatives 

(2) Assist Central American refugees and 
exiles in Washirvgton 

(3) Translation and distribution of Central 
AmericcUi articles for distribution to U.S. 
news organizations and public interest groups 

(4) Point of contact for congressional and 
public interest offices seeking to interview 
refugees 

(5) Seek out media opportunities for exiles 

(6) Brief correspondents and syndicated 
columnists 

(7) Compose and edit letters to the editor 
in response to article on Central America 

(8) Provide Office of Public Diplomacy with 
op-ed articles and feature articles for 
distribution, under Office of Public 
Diplomacy signature or by an IBC designated 
person 
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VI. 

OOimMCT NCMSE3R: 


GOmRACTOR: 


AGNBCY: 

AMDOwr: 

TSfPE: 

CSNIRACr IBRIGD: 


1001-602066 

international Business Communications 
1912 Sunderland Place, N.W. . 

Washington, D.C. 20036-1608 

Department of State, Office of Latin America 
Public Diplomacy 

$276,186.00 

Cost-Plus-Fixed-Fee 

10/1/85 - 9/30/86 


DAIS EXSCOTH): 


9/2/86 


INITIAIH) BQf: Robert Kagan, Office of Public Diplomacy 

SIGNH) BY: Richard Miller, President, IBC, 9/2/86; 

Barbara Garland, Contracts Officer, 9/2/86 

(Contract declassified by Robert Kagan, Acting Director, Office of 
Public Diplomacy, 1/28/86) 

PURPOSE: A. Public Diplomacy Efforts: 

(1) Provide advice and assistance to Central 
American representatives of civic, labor, 
business, and humanitariein groups during 
visits to Washington 

(2) Provide contact with Central American 
refugee groups and exiles in U.S. 

(3) Translate articles on Latin American/ 
Caribbean and distribute to media 

(4) Provide point of contact for public 
interest groups 

(5) Coordinate and accompany media visits to 
the U.S. 

(6) Provide source naterial relating to 
regional conflict to f«rsons designated by 
Office of Public Diplomacy 

(7) Provide and present information on 
security considerations, refugee problems, 
and political dynamics of the region 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : C1A-RDP93B00385R000300090001-1 



Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 

1 B 


(8) Edit briefs and all material to be used 
by Office of Public Diplomacy 

(9) Conduct special studies/projects 

B. Distribution Services — Design and 
operate distribution system including: 

(1) Specialized addressee list 

(2) Conputerization, coding, maintenance and 
updating of lists 

(3) Retrieval, storage, mailing, and 
shipping of publications 

(4) Maintenance and control of materials 

(5) Distribution of materials 

(6) Evaluation of system 
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United States Department of State 

Office of Inspector General 


AUDIT REPORT NO. 7PP-008 

SPECIAL INQUIRY INTO THE DEPARTMENT'S 
CONTRACTS WITH INTERNATIONAL BUSINESS 
COMMUNICATIONS AND ITS PRINCIPALS 


JULY 1987 
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REPORT ON 

SPECIAL INQUIRY INTO THE 
DEPARTMENT OF STATE'S CONTRACTS 
WITH INTERNATIONAL BUSINESS COMMUNICATIONS AND 

ITS PRINCIPALS 


I. EXECUTIVE SUMMARY 

In response to a request from the Secretary, the staff from 
the Office of Inspector General (OIC) examined the Department's 
contracts with International Business Comntunlcations (IBC) and 
Frank Gomez, one of its principals. These contracts were 
entered into by the Department's Office of Public Diplomacy for 
Latin America and the Caribbean (LPD) which initially operated 
out of the Secretary's office and currently is located in the 
Bureau of lnter-Amerlc?^n Affairs (ARA) . 

The examination covered six purchase orders and contracts 
totalling about $436,000 with IBC or Frank Gomez between 
February 1984 and September 1986. In addition, the examination 
included one purchase order for $5,500 with the Institute for 
North-South Issues, a firm established by Frank Gomez. IBC is a 
Washington, D.C. public relations firm and the Department's 
contracts with IBC were for media relations activities such as 
arranging media events, interviews, and public appearances for 
Central American refugee groups and exiles in the United States; 
preparing talking papers, briefings, and op/ed articles; 
translating articles on Latin America and the Caribbean and 
making them available to U.S. news organizations and public 
Interest groups; and designing and operating a mall distribution 
system for materials and information on Latin America and the 
Caribbean. 

Findings of the examination are as follows: 

The need for the purchase orders and contracts was 
* justifiable in the beginning, but was questionable in 
the later periods as LPD's in-house staff grew and 
gained experience. 

The acquisition process for awarding and administering 
the purchase orders and contracts was mismanaged. In 
addition, one contract was improperly classified 
SECRET, without legitimate justification, apparently to 
avoid competition and public disclosure of the contract 
in the Commerce Business Daily . 

Some charges to the final contract between LPD and IBC 
are questionable, particularly travel expenses of 
Central American refugees brought to the United States 
for media events and expenses for ADP equipment used in 
developing and operating the document distribution 
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system. The specific amounts will be described in a 
separate report of an incurred cost audit, currently 
underway by OIG staff. In addition, the conduct of 
media relations training by IBC for Salvadoran military 
officials differed so significantly from what was 
contracted for that collection efforts should be 
instituted to recover funds from IBC. Although 
deliverables were vaguely defined and reported, the 
performance by Frank Gomez and IBC on all other 
purchase orders and contracts was approved, accepted, 
and frequently applauded by LPD officials. 

Many of LPD's activities provided opportunities to 
conduct prohibited lobbying activities; however, there 
is no evidence that LPD officials, or IBC personnel 
while working under LPD> contracts, violated the 

' ■ ahti-lobbylng statute.’ Among other things, the LPD 
Coordinator and staff traveled and spoke extensively on 
the merits of the Administration's central America 
policy. LPD staff and contractor personnel sponsored 
and escorted Central American refugees and exiles to 
cities in the United States for speaking engagements 
before various groups. 

Violations of ethical standards and/or conflict of 
interest restrictions may have occurred in the case of 
two individuals. Since neither was an employee of the 
State Department, referrals were made to the 
appropriate Government agencies for consideration and 
appropriate action. 

Some of the Information provided by the Department to 
Congressional requesters and to Public Affairs for 
press briefings was Inaccurate, incomplete, and 
misleading, we found no evidence that errors were made 
intentionally. 

\ 

- Responsiveness to Congressional requests for 

information about these and similar contracts has been 
socnewhat slow and fragmented, partially due to the 
large volume of requests which have been received. 

Much information was provided, however, and we found no 
evidence that the Department personnel deliberately 
delayed or frustrated Congressional requesters. The 
role of the Office of the Legal Adviser in collecting, 
examining, and releasing documents on the IBC and other 
procurements has been poorly understood and has caused 
resentment by Congressional members and staff. 
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II. PURPOSE AND SCOPE 


AS a result of a number of press articles critical of the 
Department's association with International Business 
Communications (IBC) and its principals, the Secretary rec[uested 
an examination of the subject by the Office of Inspector General 
(OIG). The request, dated February 13, 1987, asked OIG to 
examine (1) the procedures followed in entering into all 
contracts between the Department and IBC or its principals. 

Prank Gomez and Richard Miller and (2) the performance under 
those contracts. The Legal Adviser's memo transmitting the 
request mentioned and Included, as attachments. Information on 
alleged improper lobbying activities, improper classification of 
an IBC .contract as SECRET, that- the- ''contract was signed after 
most work was performed, and a brother/sister relationship 
between personnel- of the Office of Public Diplomacy for Latin 
America and the Caribbean (LPD) arid IBC. . 

We established the objectives for this special inquiry by 
considering the request from the Secretary, examining the 
articles which had appeared in the press, and holding 
preliminary discussions with Department officials. The specific 
objectives were to determine; 

whether the contracts with IBC and its principals were 
needed or whether the work should have been performed 
in-house; 


Whether required procurement and contracting procedures 
were followed; 


Whether the contractor performed the work required by 
the contract and charged reasonable and allowable costs 
to the Department; 


Whether LPD personnel, or IBC personnel while 
performing under contract to the Department, 
participated in Improper lobbying activities; 

Whether conflicts of interest or violations of ethical 
standards occurred as a result of the conduct of or 
relationships between LPD and IBC personnel; 

Whether information provided by the Department to 
Congressional requesters and for press briefings was 
accurate and appropriate; and 


Whether Department officials or offices Intentionally 
delayed in providing Information to or withheld 
information from Congressional requesters. 


» inquiry Included six purchase orders and contracts with 

Frank Gomez or IBC totaling $435,584 between February iz loo* 
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Institute for North-South Issues (INSI) for $5,500 for September 
1985 was included because INSI was established by Frank Gomez. 
This represented the extent of the Department's contracts with 
IBC and its principals. There were no contracts or purchase 
orders with Richard Miller as an individual. The Inquiry was 
limited to performance by these organizations and individuals on 
the contracts with the Department. Activities of the 
organizations and individuals for other clients were not 
included in the scope of the inquiry. 

The inquiry was conducted in accordance with generally 
accepted government auditing standards and included appropriate 
tests to evaluate the adequacy of internal controls and 
procedures used to protect funds and assets from waste, fraud, 
and mismanagement. J.n. the course of the work, atppli'cable 
program and contract files were examined. In addition. 
Department officials in the pffice of the Legal Adviser (L), the 
Office of Public Diplomacy for Latin America and the 
Caribbean — initially in the Office of the Secretary (S/LPD) and 
curreptly in the Bureau of Inter-American Affairs (ARA/LPD) , the 
Bureau of Administration, Operations (A/OPR) and Office of the 
Procurement Executive (A/OPE), the Bureau of Legislative and 
Intergovernmental Affairs (H), the Bureau of Public Affairs 
(PA), and the Foreign Service Institute (M/PSI) were 
interviewed, as well as officials of IBC and its legal counsel. 


We distributed a copy of this report in draft to affected 
•offices and officials in the Department for their comments and 
incorporated the more significant into the appropriate sections 
of the report. In addition, we have included the complete 
responses of the former head of S/LPD, the current head of 
ARA/LPD, the Deputy Assistant Secretary, Office of Operations, 
Bureau of Administration (A/OPR), and the Procurement Executive 
( A/OPE } as Exhibits B through E. 
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III. BACKGROUND 

By White House "Memorandum for Special Planning Group 
Principals" of July 1, 1983, Mr. Otto J. Reich was given the 
dual designation of Secretary of state's Advisor for Public 
Diplomacy and Coordinator for Public Diplomacy for Central 
America and the Caribbean. The Coordinator's office was to be 
located in the Department of State, with staff support to be 
detailed from other agencies and departments. His activities 
were to begin immediately. 

Coordinator Reich came to State with no staff support except 
for his secretary whom he had brought from the Agency for 
International Development (AID). His office was -established as 
the Office of Public Dlptom’^y for.TLatln America atnd ‘the 
-Caribbean (S/LPD). Lacking adequate staff, Mr. Reich obtained 
permission to contract for a short term professional services 
contract' in February 1984 with Frank Gomez, an outside public 
relations specialist. The' relationship proved highly 
satisfactory to both parties and was continued through 
successive sole source contracts with Mr. Gomez or with 
International Business Communications (IBC), the partnership 
company Mr. Gomez formed with Richard Miller, through fiscal 
year 1986. 

The purchase orders and contracts for S/LPD with IBC or its 
principals are listed below. One purchase order, 1001-S02356, 
was with the Institute for North-South Issues (INSI). That 
order is included because INSI was founded by Frank Gomez. 


Performance 


Number 

Contractor 

Period 

Amount 

1001-402214 

Gomez 

02/14/84 - 05/31/84 

$ 9,500 

1001-402296 

Gomez 

05/01/84 - 07/31/84 

19,300 

1001-402486 

TBC- 

(Auq/Sept 1984) 

16.198 

1001-502074 

IBC 

10/01/84 - 12/31/84 

24,400 

1001-502160 

IBC 

03/01/85 - 09/30/85 

90,000 

1001-502356 

INSI 

09/01/85 - 09/30/85 

5,500 

1001-602066 

IBC 

10/01/85 - 09/30/86 

276,186 




$441,084 


During the early purchase orders Mr. Gomez prepared talking 
points papers, fact sheets, and draft speeches for S/LPD 
speakers, drafted op-ed articles, and arranged press conferences 
for Central American visitors. During the late 1984 and early 
1985 period IBC continued and intensified these activities, plus 
arranging for translation and publication of documents critical 
of the Sandinlstas in Nicaragua and arranging visits for 
Nicaraguan defectors to speak in major U.S. cities. In the 
final contract IBC designed and operated a computerized mailing 
list for S/LPD 's publications. 
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S/LPD classified the FY 1986 contract SECRET, maintaining 
that it contained national security information. The 
classification led to numerous complications, security 
violations, and delay in signing of the contract until September 
2, 1986, in the final month of the contract's term. This in 
turn raised suspicions in the media and in Congress after the 
contract came to light that the secret classification was 
Intended to cover. Illegal lobbying. 

In January 1986 the Coordinator of S/LPD was nominated as 
Ambassador to Venezuela and withdrew from active leadership of 
S/LPD. He was succeeded in May 1986 by Robert w. Kagan. At 
that time S/LPD was transferred from the office of the Secretary 
to. the Bureau of Inter-American Affairs (ARA)’. Mr. Kagan ' 
decided to; discontinue the contractual relationship with IBC and 
have the contract functions performed by the ARA/LPD staff. 

Congress and the media began to question the State 
Department's dealings with IBC and its principals, Frank Gomez 
and Richard Miller in late 1986 and early 1987. various 
allegations of illegal lobbying and political activity began to 
focus on the secret contract with IBC. 

February 13, 1987, the Secretary of State requested the 
Inspector General to examine the procedures followed in entering 
into all contracts with IBC or its principals, and the 
performance under those contracts. 

This is the Inspector General's report on his findings. 
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inadequate sole source justifications. The documents furnished 
by the S/LPD program officials as justifications did not meet 
the requirements of acquisition regulations, but were merely 
capability statements. The OPR/STP contracting officials did 
not challenge the adequacy of the justifications. They simply 
accepted the documentation and did not seek free and open 
competition. 

For example. Purchase Order No. 1001-402214 was the initial 
order with Mr. Gomez placed in February 1984 on a sole source 
basis by OPR/STP contracting officials. S/LPD' s request 
included a document titled sole source justification. The 
document was merely a description of Mr. Gomez's background and 
capability, however. It did not demonstrate that he was the 
only source Wj^t, pould provide the services required by S/LPD. 

Once this document was accepted without question by the 
OPfi/STP officials, the die was cast. During the work of the 
initial order, S/LPD officials began negotiating with Mr. Gomez 
for the next purchase order. They used' essentially the same 
justification for the next purchase request they prepared for 
Mr. Gomez's services. Using the inadequate justification, the 
OPR/STP contracting officials placed the second order 
(1001-402296) with Mr. Gomez in July 1984. 

In the final contract with IBC another feature of 
contracting was added — the Competition in Contracting Act of 
1984 (CICA). At the time this contract was being considered by 
S/LPD officials, the FAR had been changed to include the CICA 
provisions. OPR/STP contracting officials brought the new FAR 
provisions to S/LPD *s attention; including the requirements to 
publicize even proposed sole source awards and seek competition 
to the maximum practicable extent even in cases of urgency. 

This contract was classified SECRET by S/LPD officials, not 
publicized by OPR/STP officials, and was eventually awarded on a 
sole source basis some 11 months after IBC began the work at 
S/LPD 's (direction. 

This final contract with IBC included the addition of a new 
requirement, on a sole source basis, for the design and 
operation of S/LPD's distribution system. The distribution 
system services were not included in the media relations 
services that S/LPD had been obtaining from IBC during the 
period of February 1984 through September 1985. Nonetheless, 
S/LPD officials proposed IBC as a sole source for these 
seemingly ordinary services. 

We believe that additional measures are needed to improve 
OPR/STP 's compliance with the competition requirements in the 
Federal Acquisition Regulation. Moreover, we believe that any 
instructions prepared to address improvements in compliance with 
the competition requirements should be furnished to all the 
Department's acquisition offices. (Recommendation 2). 
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c. Acquisitions Were Not Publicized in the Corntrerce 
Business Dally 

OPR/STP contracting officials did not comply with the 
requirements of the acquisition regulations on publicizing 
proposed contracts in the CBD. None of the purchase orders or 
contracts over $10,000 awarded to Mr. Gomez or IBC were 
publicized by OPR/STP contracting officials and this 
noncompliance was encouraged by the S/LPD program officials. 

Some of the acquisitions were made during the time the 
Federal Procurement Regulations (FPR) were in effect (through 
March 31, 1984) and other acquisitions were made under the 
present regulations, the FAR. The FPR and the FAR both 
contained specific requirements for synopsizing proposed, 
contracts over $10,000. ‘ 

Based on evidence in the files, the only acquisition which 
was considered for CBD publication was contract 1001-602066. 
This contract was for IBC services for FY 1986 and was -awarded 
through the ratification process some ll months after IBC was 
directed by S/LPD officials to begin the work without a 
contract. It was awarded in the not-to-exceed amount of 
$276,186 and contained the new requirement for IBC services 
related to the design and operation of the S/LPD distribution 
system. 


The S/LPD request for FY 1986 services from IBC was prepared 
the day before the contracting officials sent the new CICA 
guidance to the S/LPD officials. The S/LPD request contained 
the same justification for not publicizing the requirement as 
the first contract with IBC: "... the services and contractual 
arrangements of which are not to be disclosed publicly because 
of their character, ingredients, and components." The OPR/STP 
contracting officials cited the revised FAR and stated that the 
previous basis for not disclosing wor)c with IBC was no longer 
acceptable because the FAR required publication in the CBD of 
proposed sole source awards and competition, to the maximum 
practical extent, for even those requirements that were 
determined to be urgent. After interaction between various 
Department staffs, a decision was made by S/LPD officials to 
have the contract and the entire contract file classified SECRET 
for "national security reasons." This action caused a series of 
delays in the acquisition process. 


The OPR/STP contracting officials were aware of the 
requirement that S/LPD had for FY 1986 services in late 
September 1985, but did not act to publicize the requirements in 
the CBD. The negotiation summary in the contract file prepared 
by OPR/STP officials and dated August 26, 1986, stated; "The 

synopsized in the Commerce Business Daily 
(CBD) due to the highly sensitive nature of the services, and 
^e fact that S/LPD di d not want the requirement to become ' 

tg”^P^^sis added.] in the 'same files, in the 
other than full and open competition, date^ 

April 3, 1986, the OPR/smo 9017/04/23 CIA-RDP93B00385R000300090001-1 
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"National Security," as the basis for not providing for full and 
open competition. That justification went on to state: "FAR 
Chapter 5.202 provides an exception to synopsizing a procurement 
in the Commerce Business Daily (CBD) if disclosure of the 
Agency's needs would compromise the national security. In the 
case of this contract, the contractor will be performing 
services that fall within that criterion." 

in our opinion, the reason cited by the OPR/STP contracting 
official for not synopsizing the proposed contract did not 
adequately address the FAR requirements. FAR 5.202(a)(1) states 
that the contracting officer need not submit the notice to the 
CBD when the contracting officer determines that - "The synopsis 
cannot be worded to preclude disclosure of an agency's needs and 
such disclosure would compromise national' security (e.g., would 
result Irf.' dis^rlosure of classified information) . " The fact that 
a proposed solicitation or contract action contains classified 
information, or that access to classified matter may be 
necessary to submit a proposal or perform the contract does not, 
in Itself justify -use of this exception to synopsis. . 

we believe the Department should issue additional 
instructions on the requirements for CBD synopsis. 
( Recommendation 3 ) . 

d. Acquisitions Were Apparently Split to Circumvent 
Reflations 

Purchase orders with Mr. Gomez and IBC were made on a 
fragmented basis apparently to circximvent the acquisition 
requirements. The first three purchase orders were based on 
split requirements prepared by S/LPD program officials for 
periods of performance of a few months and at dollar levels- 
below $10,000, the threshold for small purchases in effect when 
these orders were awarded. The final S/LPD request for a small 
purchase award to IBC was under $25,000, the small purchase 
threshold' in effect at the time that order was awarded. S/LPD 
program officials )cnew they were going to continue to use Mr. 
Gomez’s services for an extended period of time because while he 
was working under a purchase order or contract, S/LPD was 
negotiating with him for the next purchase order or contract. 
OPR/STP contracting officials were aware of these S/LPD actions 
because the S/LPD requisition documents referred to extensions 
of previous orders or continuation of previous services. 

However, the OPR/STP contracting officials did not attempt to 
stop these practices. 

We believe that additional measures are needed to bring the 
small purchasing operations into compliance with PART 13 of the 
far. ( Recommendation 4 ). 

e. OPR/STP Contracting Officials Did Not Perform Adeauate 

contract AdministraTI^ 
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Preaward administration Includes the actions that 
contracting officers are required to take prior to signing a 
contract to determine that a proposed acquisition meets all the 
requirements of law and regulation. Postaward administration 
includes the actions that contracting officers are required to 
take during the period the contract work is performed up to 
contract completion and close out. OPR/STP contracting 
officials did not perform adequate preaward administration and 
did not perform any postaward administration. 

(1) Preaward Administration 

The two contract files for contracts placed with IBC showed 
that the OPR/STP contracting ^officials accomplished most of the 
preaward actions requit.fed^ by FAR; however"; thftre were some 
' / preaward actions that were either overlooked or were not treated 
adequately. Some examples o^'the preaward administration 
activities that were etther lacking or inadequate were as 
follows; 

Contract No. 1001-502160 


— The contract was placed on an after-the-fact basis but 
was not treated as a ratification action because of a reference 
in the file to a verbal approval from the Department’s 
Procurement Executive. 

— The information in the price negotiation memorandum for 
the $90,000 fixed price contract was not sufficient to 
demonstrate that the price was fair and reasonable nor did it 
offer convincing evidence that a fixed price contract was the 
appropriate type of contract because of the number of 
uncertainties in the work to be performed. 

— The matter of determining that IBC was a responsible 
bidder was not adequately addressed by the OPR/STP contracting 
officials. We were told by the OPR/STP contracting officials 
that they had accepted IBC as a responsible bidder based on 
previous purchase orders placed with IBC. However, when the 
next contract with IBC was negotiated, it became apparent that 
the matter was not addressed in adequate depth. The next 
contract with IBC, for FY 1986 services, was classified by S/LPD 
officials and IBC was required to obtain a facility clearance 
prior to contract execution. Attempts to grant a security 
clearance for IBC were delayed at one point because the 
investigators found that IBC was in fact a loosely formed 
association between two other companies. If the OPR/STP 
contracting officials had pursued the issue of contractor 
responsibility as required by the FAR in their preaward actions 
for the $90,000 IBC contract, the organizational issues that 
later caused the delay in the clearance might well have been 
avoided. 


Declassified in Part - Sanitized Copy Approved for Release 


2012/04/23 ; CIA-RDP93B00385R000300090001 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 


C1A-RDP93B00385R000300090001 - 1 


- 15 - 


Contract No. 1001-602066 

-- The OPR/STP contracting officials negotiated this 
contract on a cost-plus-fixed-fee basis using audit information 
developed by a review of the IBC cost proposal by the 
Department's Inspector General. The OPR/STP contracting 
officials failed to require IBC officials to execute a 
certificate of current cost or pricing data as required by FAR 
15.804-4. 

( 2) Postaward Administration 

There was no evidence of any postaward administration in 
either the small purchase order or the contract files. We were 
told by the OPR/STP contracting officials that no administration 
was performed. Some of the more significant problems we 
identified were as follows 

-- There was no oversight by the OPR/STP contracting 
officials of Important features of the acquisitions such as 
timely and complete deliveries of the services and payments of 
contractor invoices . 

— In the case of the final contract, a cost type contract, 
the OPR/STP contracting officials had not acted to obtain a 
final audit of the IBC costs or to settle the issue of the 
number of hours contracted for under the level-of-effort 
arrangements in the contract. The contract work was supposedly 
completed in September 1986; however, the actions described 
previously were not initiated by the contracting officials until 
the OIG staff began this inquiry in early 1987. 

We believe that Improvements are needed in the performance 
of preaward and postaward contract administration functions. 
( Recommendations 5 and 6 ) . 

f . Other Problems 

We considered the lack of procurement planning that was 
evident in the acquisitions from Mr. Gomez, IBC, and INSI. The 
use of urgency as the basis for these acquisitions for the S/LPD 
needs was caused by a lack of sound acquisition planning . 

Wo discussed the issue with the cognizant contracting 
officials. We were told that acquisition planning procedures 
were being developed and that requests for planned acquisitions 
were Issued but with little results. We were also told that 
several policy letters on acquisition planning had been issued, 
the latest on March 27, 1907. 

The FAR requires agencies to perform acquisition planning. 

Part 7 addresses acquisition planning and contains a multitude 
of specific requirements for agencies to follow to establish a 
satisfactory acquisition planning system. One of the primary 
purposes of the planning system mandated by the FAR is to 
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Included the recommendation that OPR/STP should not 
process requisitions which stipulate sole source 
procurement unless the criteria have been satisfied. 


"OPR/STP, in accordance with FPR 1-3. 807-2, should 
establish controls and set forth procedures to assure 
that price or cost analysis is performed on each 
negotiated contract awarded and that such action is 
adequately documented in the contract files." 

"OPR/STP should emphasize to all Department 
organizations the importance of their early 
Identification of planned acquisitions in the 
procurement process even though funding .is not a 
certainty." ;■ • ^ • '• 

Apparently, the actions taken in response to the report were 
not adequate to resolve the problems. 

In the course of our Interviews with the cognizant 
contracting officials we were told that there was a great deal 
of pressure to place the S/LPD orders and that there were 
inadequate OPR/STP personnel resources at the time the 
acquisitions were processed to perform the functions related to 
the acquisition process. One official simply stated that the 
OPR/STP small purchasing staff failed to do their job. 

Contracting officials told us they generally agreed that the 
sole source justifications were inadequate and they did not 
question S/LPD officials on their actions to split the purchase 
requirements. Moreover, we were told that the shortage of staff 
caused OPR/STP to act as a "rubber stamp" operation. 

2. Training Order Placed by the Foreign Service Institute 
Registrar 

The Foreign Service Institute (M/FSI) Registrar placed 
Training Order No. 1001-402486 for $16,198 with IBC on September 
10, 1984. The training order required IBC to conduct seminars In 
El Salvador on Improving press relations for El Salvadoran 
military officials in late August and early September of 1984. 
The use of an M/FSI training order to obtain these IBC services 
appears to be Inconsistent with the principles that generally 
apply to M/FSI training orders. Normally, M/FSI arranges for 
training for State Department employees that Is job related. 

The training order with IBC was for media relations training for 
officials of a foreign government and was conducted by a private 
company in a foreign country. 


According to the IBC proposal. It had been Instructed to 
plan and execute a series of mini seminars of two days each for 
about fifteen persons per session. In addition to the formal 
class work, IBC planned to arrange meetings between a former 
Ambassador and senior government officials for him to Impart 
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The M/COMP Certifying Officer stated that the invoices 
submitted by companies which have performed services under a 
training order are "self-certifying. " We were told that the 
training order form statement — "I certify that the above named 
student has been properly registered as stated" was used by 
M/COMP personnel as the basis for certifying an Invoice for 
payment. Therefore, the documents needed for M/COMP to process 
a training order payment would be a copy of the training order 
and the company's invoice. 

We believe the procedures for "self-certification" of 
contractor invoices may be an appropriate method for processing 
payments when M/FSI personnel use a training order to acquire 
training using M/FSI funds for job-related training for 
employees. However, we believe that the use of / 
"jsel;lrc®rtlflcatibn" of contractor's invoices for the IBC 
training order was not an 'Appropriate method to process parents 
since the' services provided by IBC deviated from the normal 
M/FSI training procedures. 


In discussions with an IBC official we were told that IBC 
was asked to improve Salvadoran public relations capabilities, 
we were told that IBC prepared materials for the program and 
went to El Salvador. While there, IBC met with various people 
and gave them advice and a plan; however, the "seminar” never 
took place as a formal seminar. Instead, individual counseling 
took place with 20 to 25 individuals. The former Ambassador 
Informed us that he went to El Salvador in June 1984 but not 
during the period late August and early September 1984. 

Moreover, he said that except for his travel expenses he 
received no other payment for the work ho performed in June 
1984. The IBC proposal for the seminar in August/September 1984 
included a $1,000 honorarium for the services of the former 
Ambassador. During the same period IBC was providing services 
to S/LPO under purchase order 1001-402296. The order covered 
travel expenses to El Salvador for IBC personnel and the 
evaluation of the government's public information programs. 

S/LPD officials were unaware of the nature and extent of IBC 
performance under the training order. 

While the IBC official told us that the work ordered by 
M/FSI 's training order was not performed in accordance with the 
specific requirements of the order, the invoice submitted by IBC 
showed tuition for ten officials for a price of $16,198 for a 
two-week seminar for El Salvadoran Government Officials in late 
August— early September 1984. This IBC invoice was paid based 
on the "self-certification" process. 


On July 13, 1987, M/FSI informed us that its Internal 
controls over pass-through contracts such as the one discussed 
above had been strengthened to prevent similar problems in the 
future. We believe the delegation of procurement authority to 
M/FSI should be reviewed to determine whether it is appropriate 
for the Registrar to continue to award these types of training 
orders in the future. ( Recommendation 9 ) . Moreover, we 
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that action should be taken to recover funds from IBC since the 
services specified In the training order issued by M/FSI were 
not performed. ( Recommendation 10 ) . 

Comments of Department Officials 

In commenting on a draft of this report, the former head of 
S/LPD stated (1) he was not aware of the procurement policies 
and regulations, (2) he relied on his staff and procurement 
office staff to insure that appropriate rules were complied 
with, (3) he was never informed about any Irregularities in 
S/LPD 's procurement practices, rather, he was Informed that such 
practices were followed all the time, (4) he was not adequately 
supported by the Department with administrative and other 
personnel familiar with Departmental procedures, and (5) the 
pricing of many of I^C's activities such as handling defectors 
and establishing credibility- "bf O'.S. government officials was 
difficult to establish. 

Officials in A/OPR and A/OPE described the causes for the 
problems somewhat differently. Both stated that a lack of 
resources within the procurement function has been a historical 
problem in the Department and has hindered the carrying out of 
effective procurement operations. However, both also stated 
that the majority of the fault for the problems with the IBC 
contracts was with the programming office (in this case S/LPD) 
rather than the procurement or contracting officials. A/OPR 
commented that S/LPD exploited the situation by entering into 
unauthorized commitments, selecting the source, deciding upon 
dollar amounts and relying on the contracting officer to correct 
the situation on an urgent and compelling basis to facilitate 
payment. Both A/OPR and A/OPE stated that S/LPD used extreme 
duress and "steamrolled" procurement officials to process 
acquisitions which did not comply with appropriate regulations. 
A/OPR also commented that the report did not recognize the 
considerable progress which has been made in the procurement 
operations in the Department. since the subject contracts with 
IBC and its principals were processed. Along these lines, he 
stated that most of the recommendations concerning procurement 
operations have already been implemented. 

We acknowledge that a lack of personnel resources could have 
been a contributing factor in the operations of both S/LPD and 
procurement. We found that the former head of S/LPD made many 
requests for staffing and other support for his office. We also 
verified that administrative positions in S/LPD turned over 
frequently and were vacant during some periods. In summary, we 
agree that S/LPD probably was not adequately supported by the 
Department, We also acknowledge that the lack of adequate 
personnel resources in the procurement function has been a 
problem reported previously by the Inspector General. 

Concerning progress made in procurement activities we believe 
that significant improvements may have been made; however, the 
scope of this inquiry was limited to specific procurement 
actions, some of which were several years old. We did not 
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supplies purchased by IBC ($8,277). Since the equipment was not 
used only for the Department of State contract, and is still 
available for use by IBC for other clients and its own staff, 
there should be an adjustment of the computer charges. 

Finally, the indirect rates need to be recomputed. 

Provisional indirect rates were computed during the cost 
proposal review. These rates are subject to recomputation and 
adjustment based on the actual costs Incurred. Work performed 
under the FY 1986 contract, as well as all work under all other 
purchase orders end contracts except the M/FSI training order 
was invoiced, approved for payment by S/LPD officials, and 
certified and processed for payment by M/COMP personnel. In 
each case it appears that at least some work was performed; 
however, it appears that Department personnel approved Invoices 
for payment without adequate evidence that required work had 
. been conducted. ' . '' 

For example, the purchase order with INSI for $5,500 was for 
an analysis of S/LPD' s distribution system for publications on 
Central America. The invoice' from INSI to S/LPD was a one 
sentence statement that the analysis had been completed and that 
payment was requested. An S/LPD official certified that the 
work had been completed and forwarded the invoice for payment 
and payment was made. There was no written report of the 
analysis. Frank Gomez Informed us that, while no written report 
was prepared, an analysis was conducted. He stated that the 
main purpose of the purchase order, however, was to start 
designing and implementing a new distribution system for S/LPD. 

The S/LPD official who certified the Invoice for payment 
informed us that he did not recall whether an analysis had been 
performed. 

we believe that purchase orders and contracts should be more 
specific in describing required performance and that officials 
approving invoices for payment should have more evidence that 
the required work has been performed. ( Recommendations 11 and 
12 ) . On balance, almost all officials we interviewed expressed 
satisfaction with the quality and level of performance on the 
subject contracts. 

Comments of Department Officials 

In commenting on a draft of this report the former head of 
S/LPD again expressed satisfaction with the level and quality of 
work performed by IBC and Frank Gomez for the Department. He 
described in some detail the difficulty in pricing such 
activities as re-establishing the credibility of government 
officials or the handling of defectors, two of the functions he 
stated were being purchased under the contract. While we agree 
that establishing a price for some activities may be difficult, 
it is firmly and clearly required by procurement regulations. 

The response also illustrates the nature of the problem with 
va^ely defined work elements. As stated the functions are not 
only difficult to price but also difficult to measure, evaluate. 
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and certify as completed so that payment can be authorlzed--also 
required by procurement regulations. 


D. Lobbying Activities . 

Although allegations were widespread, there is no evidence 
that S/LPD staff participated directly or indirectly in any 
unlawful lobbying or that IBC spent S/LPD contract funds for 
lobbying activities. Many of S/LPD' s and IBC's activities under 
contract with S/LPD provided opportunities to conduct prohibited 
lobbying; however, there is no evidence that these officials 
violated the anti-lobbying statute. 

Pyb,lic diplomacy is sepawted from, lobbying, by a. thin and 
complex line. The basic legislation, 16 USC 1913 {the 
"anti-lobbying statute") provides that 

"No part of the money appropriated by any enactment of 
congress shall, in the absence of express authorization by 
congress, be used directly or Indirectly to pay for any 
personal service, advertisement, telegram, telephone, 
letter, printed or written matter, or other device. Intended 
or designed to influence in any manner a Member of Congress, 
to favor or oppose, by vote or otherwise, any legislation or 
appropriation by Congress, whether before or after the 
introduction of any bill or resolution proposing such 
legislation or appropriation; but this shall not prevent 
officers or employees of the United States or of its 
departments or agencies from communicating to Members of 
Congress, on the request of any Member or to Congress, 
through the proper official channels, requests for 
legislation or appropriations which they deem necessary for 
the efficient conduct of the public business." 

Many of S/LPD 's activities provided opportunities to conduct 
improper .lobbying. The Coordinator and staff traveled and spoke 
extensively on the merits of the Administration's policy and 
programs for Central America. S/LPD paid for the cost of 
publication and circulation of pamphlets and articles favorable 
to the Administration's policy. S/LPD sponsored, paid for, and 
escorted Central American refugees and exiles to cities in the 
United states for speaking engagements before members of 
Congress and various private sector audiences. If, In carrying 
out these activities, S/LPD personnel had suggested or agreed 
that a member (s) of congress should be contacted and encouraged 
to support programs in Central America, a violation would have 
occurred. 


Declassified 


During our inquiry we questioned a number of S/LPD 's 
activities and discussed them with OIG investigations staff and 
the Department of Justice. One such activity was reflected in a 
June 25, 1985, memorandum from the Administrative Officer of 
S/LPD to the S/S-EX Budget Officer providing information in 
support of S/LPD' s budget request. The mernoranr^^m 

following stafcjwonv . fnr Release 2012/04/23 ; C1A-RDP93B00385R0003000 

in Part - Sanitized Copy Approved for Release zu iz/u 


-1 



Declassified in Part - Sanitized Copy Approved for Release 


2012/04/23 ; CIA-RDP93B00385R000300090001-1 


- 23 - 

"During the recent congressional hearings on financial 
assistance to the freedom fighters in Nicaragua, S/LPD furnished 
floor speeches and talking papers to Congressional supporters of 
the President's program". 

During discussions with an official from the Department of 
Justice we were informed that this activity was not a violation 
of the antl-lobbylng statute as it has been interpreted by the 
Department of Justice. According to this individual, violations 
are evident only where the appropriated funds are used to 
effectuate a grass roots type of campaign directed at 
influencing a member (s) of Congress. 

To some extent Congress was informed of S/LPD's activities, 
in the Department's FY 1987 budget, reqpuest,- under the Office of 
the Secretary the following information was included: 

"One unit within the Office of the Secretary is the Office 
of Public Diplomacy for Latin America and the Caribbean. This 
office has coordinated the efforts of appropriate agencies of 
the Federal ’Government toward a better public awareness and 
understanding of the administration's policy in Latin America 
and the Caribbean. This office also sponsors the public 
appearances of individuals whose experiences in Latin America or 
the Caribbean are germane to public debate on policy issues for 
the region. In the last 12 months, the office has arranged for 
more than 400 public appearances (including speaking before 
refugee and exile groups Ih the United States), and more than 
100 radio and television appearances, of its staff and others, 
including foreign visitors. * * * During the same period it has 
arranged for publication and dissemination of publications and 
pamphlets (Including translations of foreign originated 
articles)." 

There is no evidence that IBC performed lobbying activities 
for the Department under contract. Notwithstanding the 
considerable press coverage of iBC's activities in this and 
related areas, our work to date has disclosed no evidence that 
S/LPD knowingly paid IBC or Frank Gomez to perform prohibited 
lobbying activities. As mentioned previously, the scope of our 
inquiry included only the activities of IBC or Frank Gomez 
performed xinder the purchase orders and contracts with the 
Department between 1984 to 1986. CXir work did not Include the 
activities of IBC or Frank Gomez performed for other clients. 

The first head of S/LPD Informed us that he was alert from 
the beginning that his official public diplomacy functions would 
put him close to the prohibitions against lobbying contained in 
the State Department appropriation acts and the anti-lobbying 
statute. He requested guidance from the Legal Adviser's office 
and circulated to his staff the guidance provided; "Do's and 
Don't's in Department Public Affairs Activities." Most of the 
key S/LPD officials we interviewed stated that considerable care 
was exercised within S/LPD to assure that lobbying violations 
did not occur. , 
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There Is also evidence that S/LPD participated in a group 
with other organizations which conducted activities which S/LPD 
would have been prohibited from performing (e.g. a targeted 
telephone campaign in selected congressional districts). One 
example is reflected in a document titled "Chronological Event 
Chec)clist" which was located in the S/LPD administrative files 
and IBC files. The document, dated March 1, 1985, lists 
weeJc-by-weeJc activities, along with the person or organization 
responsible for carrying them out. Three of the entries on the 
checklist are as follows; 

Evsht Responsibility 

Send resource book on the Contpdora process State/LPD 

to congr'essmen, media outlets^ private - 
organizations’ and individuals interested 
in Nicaragua. 

Prepare themes for approaches to Congressmen NSC 
based on. overall listed perceptions which will 
directly attack the publicly and privately 
expressed objections to voting for financial 
aid. 


Targeted telephone campaign begins in 120 (Private 

Congressional districts. CITIZENS FOR citizen) 

AMERICA district activists organize phone- 
tree to targeted Congressional offices 
encouraging them to vote for aid to the freedom 
fighters in Nicaragua. 


We were unable to establish the authorship of this document 
and others like it even though we found them in both s/lpd and 
IBC files. None of the officials we contacted could recall 
specifically where the documents came from or how they came to 
be filed with other related documents. 

we found no evidence that S/LPD funds, either directly or 
through its contracts with Frank Gomez and IBC, were used for 
the activities listed as the responsibility of the NSC and the 
private citizen. The preparation and dissemination of the 
publication on the Contodora process was a legitimate activity 


The SECRET classification of the IBC contract for FY 1986 

suspicions among the media and in Congress 
rnat illegal or improper activities were contemplated under the 
V}f suspicions were enhanced by later revelations 
rtJf.Ii contract to S/LPD, was simultaneously 

involved in questionable dealings with Lt. Col. Oliver North, et 
ai. on May 7,1987 one of the IBC partners, Richard Miller, 
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pleaded guilty to one count of conspiracy to defraud the 
government of Income tax for his work with Carl R. (Spitz) 
Channell. There Is no evidence, however, that IBC used any 
S/LPD contract funds for prohibited lobbying activities. Also, 
according to press reports of the testimony of Messrs. Channel! 
and Miller to the independent Counsel, they seem to have had no 
need of State Department funds for their other activities 
because of the generous funding available to them from the 
National Endowment for the Preservation of Liberty (NEPL), the 
tax exempt foundation of Mr. Channell. 

Comments of Department Officials 

In commenting on a draft of this report the former head of 
S/LPD objected to our Inclusion of the Chronological Event 
Checklist. He stated that. the document was irrelevant to 
» S/LPD' s actlvitiers and was hot prepared by anyone in S/LPD or 
the Department of s'tate. He stated that the use of the document 
cduld give the impression ’that S/LPD In some way condoned or 
coordinated the activities listed. The current head of ARA/LPD 
sugfgested that the document, and others like It, were provided 
to the office by IBC. He stated that all such documents were 
marked CONFIDENTIAL when received from IBC. 

The document in question was only one of several we 
Identified in S/LPD* s and IBC's files. Other documents covered 
different time periods and described different activities of 
different organizations. Some of the documents, even those In 
S/LPD 's files, were marked as classified and some were not. we 
acknowledged In the report that the authorship of the document 
was not established and that S/LPD* s activity described in the 
document was an acceptable one; however, we believe that the 
document itself is relevant and that it accurately reflects 
S/LPD *s association with other groups and organizations involved 
in activities which S/LPD would have been prohibited from 
performing or from paying IBC to perform. 

E. Ethical/Conflict of Interest Considerations 

The special Inquiry disclosed a potential violation of 
ethical standards of conduct and a potential conflict of 
Interest. The ethical question Involved a Department of Defense 
employee detailed to S/LPD. The potential conflict of interest 
Involved activities of Frank Gomez during the period immediately 
preceding his retirement from the U.S. Information Agency. 


1. Ethical Considerations 

The Code of Federal Regulations (22 CFR Part 10.735-201) 
lists various proscribed actions under Ethical and Other Conduct 
and Responsibilities of Employees . The section states that an 
employee shall avoid any action, whether or not specifically 
prohibited by the regulations in this part, which might result 
in, or create the appearance of: (l) giving preferential 
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treatment to any person or (2) losing independence or 
impartiality. 

A Department of Defense detailee to S/LPD, who served as a 
Senior Military Advisor from June 1984 through June 1986, and as 
Executive Officer from about June 1985 to June 1986, may have 
violated these regulations. This Individual Introduced his 
sister, who was a specialist in establishing and operating mail 
distribution systems, to the head of S/LPD and to Frank Gomez of 
IBC. Both the head of S/LPD and Frank Gomez confirmed that she 
was introduced by the Senior Military Advisor as his sister. At 
the time of the introduction, she was employed by a private firm 
in New York. S/LPD subsequently contracted with INSI and with 
IBC for analysis, design, and operation of a mail distribution 
system. Th® sister, was hired by IBC to direct the work under 
such contracts . ’ . 

By virtue of his position as the Executive Officer, the 
Senior Militaty Advisor was in a position to influence S/LPD' s 
decision to contract for the services* and IBC'S decision to hire 
his sister. Also, even though Frank Gomez and IBC had "performed 
various activities for LPD under several previous purchase 
orders and contracts, operating a mall distribution -system was 
not one of such activities. The analysis, establishment, and 
operation of S/LPD 's distribution system was contracted for on a 
sole-source basis. In addition, the Senior Military Advisor was 
Involved in the decision by S/LPD officials to classify the 
final contract with IBC, which included about $150,000 for 
design and operation of the mall distribution system. He 
informed us that he probably made the suggestion to classify the 
contract although the final decision was made at a higher level. 
As previously stated, we found that the classification of the 
contract was done, without justification, apparently to avoid 
competition and public disclosure of the contract in the CBD. 

Since the Senior Military Advisor is a Department of Defense 
employee who was on a nonreimbursable detail to the Department, 
we referred the matter to the DOD Inspector General for further 
consideration and appropriate action on May 18, 1987. 

2. Potential Conflict of Interest 


Prior to being employed by S/LPD on a purchase order in 
February 1984, Frank Gomez was employed as the Director of 
Foreign Press Centers for USIA. He retired from that agency on 
February 14, 1984 and the performance date for the work called 
for by the purchase order with S/LPD was February 14, 1984 
through May 31, 1984. 

Documents contained in the S/LPD files indicate that, while 
he was employed by USIA, Frank Gomez established the Institute 
for North-South Issues and negotiated with USIA and the State 
Department for contract work after he retired. The purchase 
order discussed above was also negotiated with S/LPD while he 
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This matter was referred to the USIA IG along with available 
documentation on May 15, 1987 to determine whether any conflict 
of Interest laws or regulations were violated. 

F. Congressional and Press Guidance 

A relatively small, but important, portion of information 
provided to Congressional requesters and as press guidance was 
either inaccurate, incomplete, or potentially misleading. There 
was no evidence that mistakes were made intentionally. 

The first external interest in the Department's contracts 
with IBC and its principals was by Senator John Kerry of the 
Senate Foreign Relations Committee on December .17, 1986. On 
December 19, ,1986, Representative Edward Feighan of the House 
.Foreign Affairs Committee requested information about the IBC 
and other contracts. Since that time numerous additional 
requests have been made by: 

Congressman Dante Fascell, House Foreign Affairs, 2/9/87 

House Foreign Affairs Committee Staff, 2/10/87 

Congressman Lee Hamilton, House Foreign Affairs, 2/13/87 

Congressman Dante Fascell, House Foreign Affairs, 3/4/87 

Senator John Kerry, Senate Foreign Relations, 3/24/87 

Congressmen Fascell and Broomfield, House Foreign Affairs, 
3/26/87 

Senator Kerry's December 17, 1986 request was for "any and 
all contracts between the State Department, or any agency or 
entity under its aegis, and International Business 
Communications, * * * or Richard Miller or Frank Gomez, two of 
IBC's principals, entered into at any time from 1981 to the 
present.” In responding to the request on January 29, 1967. the 
Department's correspondence stated: ”A search of our contract 

files coyerlng the year 1981 through the present has surfaced 
the two enclosed contract documents.” The documents referred to 
were the last two contracts with IBC — the FY 1986 contract for 
$276,186 and the contract for the 7 months ending September 
30,1985, for $90,000. As discussed above, our work shows that 
there were four earlier purchase orders and contracts with Frank 
Gomez and IBC totalling $69,400 between February and December 
1984. 

Press guidance was prepared on several occasions in 
February, March, and April 1987. Press guidance prepared by ARA 
on February 7, 1987 included a series of questions and answers, 
one of which was as follows: 

"Q. Why was the State Department contract with IBC 
backdated? Is this normal practice? 

"A. The contract with IBC was not backdated. The contract 
was signed in September 1986 to cover the period from October 
1985 to September 1986. 

Declassified in Part - Sanitized Copy Approved for Reiease 2012/04/23 : C1A-RDP93B00386R000300090001-1 


Declassified in Part - Sanitized Copy 


Approved for Release 


2012/04/23 ; CIA-RDP93B00385R000300090001-1 


- 28 - 


"The contract wah negotiated well in advance of being 
signed. However, its terms required that the contracting firm 
obtain specific security clearances before the contract could be 
signed. Procurement regulations allow unclassified work to be 
performed in such cases pending the receipt of the security 
clearances necessary to allow the signing of the contract." 

The Inference that IBC delayed the classified activities and 
worked only on unclassified activities pending receipt of its 
security clearance is erroneous. The records show, and anyone 
familiar with the contract should have known, that IBC was 
conducting allegedly "classified" activities before receiving 
its clearance and, in fact, had completed all such activities 
before receiving the clearance. ' ^ 

we believe that officials providing information for 
Congressional requesters and press briefings should be reminded 
to exercise 'caution to insure that such information is accurate 
and complete. ( Recommendation 13 )'.' 

G. Departmental Cooperation with Congressional Requesters 

Responsiveness to requests for Information by members of the 
Congress and their staffs has been somewhat slow and fragmented, 
although the volume of information requested has been 
considerable. The role of the Office of the Legal Adviser in 
providing information to the requesters was not completely 
understood and was a source of some friction with some members 
of Congress and Congressional staff. 

Departmental procedures for providing information to 
Congressional requesters are described in 5 FAM llO and the 
Secretariat Handbook. The procedures require Congressional 
correspondence to bo answered, or at least acknowledged, within 
3 workdays from receipt in the action office. Concerning 
requests for information, the stated policy is that all officers 
are authorized and encouraged to provide prompt and forthcoming 
support. 

The Department has been criticized, mainly by staff of the 
House Foreign Affairs Committee (HFAC), for not cooperating with 
Congressional requesters attempting to obtain Information about 
the contracts with IBC and Frank Gomez. On February 19, 1987, 
in testimony before the HFAC, the Secretary was asked about the 
Department's unresponsiveness to the Committee's request. The 
Chairman and Ranking Minority Member stated that "Apparently, 
the Department is following an Internal review process before 
documents are furnished to the Committee that has effectively 
choked off the flow of information to the Committee. In the 
interest of comity, we respectfully request the Department to 
speed up the process." 

The criticism of the Department focuses on two main 
issues-fltst, the length of 
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requests for information and, second, the role of the Office of 
the Legal Adviser in releasing information to the requesters. 

In the case of timeliness, requests for information took as 
long as a month, or longer, to receive a response. The request 
from Congressman Feighan, dated December 19, 1986, took over 3 
months. On balance, the requests for information from the 
Department have been voluminous. One request alone Involved 
copies of documentation for 90 procurements on 67 separate 
procurement actions. Another problem has been that Department 
officials have been quicker to promise information to 
Congressional requesters than to deliver such information. 

During an on-the-record meeting between staff of the HFAC and 
officials from H, ARA/LPD, OPR/STP, and L on February 10, 1987, 
numerous questions were asked and requests for information from 
the Department were mader; 'Department officials agreed to 
respond to • the questions arid provide the information requested; 
however,, no one inventoried what had been promised and made sure 
that information promised was delivered. As of May 4, 1987, 
some of the Information s^ll had -not been provided. 

The role of the Office of the Legal Adviser in the process 
for receiving requests from the Congress and responding to those 
requests has also caused consternation, particularly among 
Congressional and General Accounting Office (GAO) staff. The 
role was, or at least was perceived to be, unusual since L 
normally does not function as a conduit for detailed information 
requests and responses to such requests. All files and 
documentation requested by the staff, and, in the initial stages 
of our inquiry, even by representatives of the OIG, were first 
reviewed by L before being made available for examination by the 
staff. Requests for copies of documents were made through L. 
This process was criticized as an attempt to obstruct staff 
investigations of the Department's contracts with IBC and 
others. 

According to the Deputy Legal Adviser responsible for 
coordinating the Department's cooperation with the Iran/Contra 
investigations, the Secretary asked the Office of the Legal 
Adviser to coordinate the efforts of an Informal working Group 
(IWG), which was composed of persons from a number of bureaus 
and was designed to facilitate all of the Department's efforts 
to cooperate with various law enforcement and Congressional 
investigations underway on Iran/Contra issues. L assumed such a 
role before questions were raised about the Department's 
activities with IBC and Frank C>omez. when such questions were 
raised, a judgement was made that the documents involved were 
likely to be requested by the Independent Counsel and the 
Congressional Select Committees investigating the Iran/Contra 
affair. He stated that the IWG adopted the same procedures it 
had established for other aspects of the investigation to ensure 
that a thorough search was made, that the chain of custody of 
documents was maintained as required by the independent counsel, 
and that documents and requests therefore were logged and 
arrangements made for prompt access by the various 
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The criteria for secret classification are contained In 5 
FAM 922.1-2 which reads: 

"Information may not be classified secret unless Its 

unauthorized disclosure reasonably could be expected to 

cause serious damage to the national security." 

The FAM also prohibits certain classification actions at 5 
FAM 921. b. It provides that "Information may not be classified 
to conceal violations of law. Inefficiency, or administrative 
error; to prevent embarrassment to a person, organization, or 
agency; to restrain competition ; or to prevent or delay the 
release of Information that does not require protection In the 
interest of national .security . " (emphasis added). 

On August 30, 1985, S/LPD requested an extension of the FY 
1985 coritrect with IBC to provide for services during FY 1986. 
The only new work requirement was for the design and 
' Implementation of a document distribution system. No mention 
. . was made that the FY 198'6 services would be classified . OPR/STP 
Informed S/LPD that the FY 1985 contract was a fixed price 
contract and could not be extended. In addition, OPN/STP 
Informed S/LPD that the new contract should be publicized in the 
CBD and full and open competition should be obtained. 

On December 4, 1985, S/LPD requested a new contract and 
stated that the services and contractual arrangements were to be 
classified SECRET and not disclosed publicly "because of their 
character, ingredients, and components." The justification 
statement submitted by S/LPD was prepared so as to appear to 
meet the classification requirements of the FAM. The 
justification stated that "publication of the general nature of 
the performance would be detrimental to ongoing programs under 
S/LPD and revelation of certain operations or allowing 
speculation could result In serious damage to our relations 
with several allies and other foreign states." In a memorandum 
dated February 24, 1986, the Deputy Coordinator wrote; "This is 
a precise definition of secret." OPR/STP returned all contract 
documents to S/LPD where they were subsequently stamped SECRET. 

S/LPD officials informed us that they decided to classify 
the contract because of concerns for the safety of Central 
American defectors being brought to the United States by IBC for 
media events. They said they believed that if this activity 
became widely known, the safety of the defectors would be 
jeopardized. They acknowledged this activity was not 
specifically described In the contract and that the same 
activity had been conducted by IBC under the previous 
unclassified contract, in fact, S/LPD had previously contracted 
with the u. S. Marshals Service to provide protective services 
for a Central American defector. The correspondence concerning 
the services, invoices, and request for payment were all 
unclassified. 
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competition. The contract extension initially proposed by S/LPD 
was unclassified, the statements by S/LPD officials concerning 
the consequences of disclosing such information are not 
accurate, and the safety of Central American defectors does not 
justify a SECRET classification. 

Declassification actions of ARA/LPD also did not follow 
proper procedures. The declassification of the contract on 
January 28, 1987, in response to Senator Kerry's request for 
copies was not improper. The Coordinator of ARA/LPD at the time 
of the declassification had the authority, by succession to the 
Coordinator of S/LPD, to downgrade or declassify a document 
classified by (or by direction of) his predecessor. On January 
28, 1987 he wrote at the bottom of only the originel copy of the 
contract; . "Declassified by Robt. Kagan 1/28/86. ^ (sic) . The 
correct date was 1/28/87. However, other copies -of the document 
were i^ot retrieved for declassification and holders of these 
'copies were not ndtified. Also various other documents which 
were classified subsequent to and because the contract was 
classified were not declassified. On June 9, 1987, following 
several Inquiries from OIG staff, the Coordinator properly 
declassified the contract and supporting documentation, we 
believe that the Coordinator should be instructed to follow 
established procedures for classifying and declassifying 
documents in the future. (Recommendation 16). 


The improper classification created an anomalous situation: 
the contract could not be signed until the contractor had a 
facility clearance; the contractor could not have a copy of the 
contract; and the contractor could not be paid until the 
contract was signed. The classification of the contract 
probably also gave rise to, and later fed, allegations of 
improper lobbying through use of a classified contract. 

Having created the problem of a classified contract with an 
uncleared contractor, S/LPD and IBC did not act quickly to 
resolve t(ie problem. Four security investigations were begun by 
the Defense Investigative Service (DIS) at the request of S/LPD 
and ARA/LPD in 1986: February 5, April 17, May 14, and July 
10. According to DIS reports the first two were terminated 
after IBC refused to respond to the Investigators; the third was 
terminated when DIS learned that IBC was not a registered 
partnership; and the fourth resulted only in an "Interim" 
clearance, in the tenth month of the contract, but without 
permission to possess classified material on the contractor's 
premises. IBC was finally granted a secret facility clearance 
on November 17, 1986, nearly two months after the contract was 
completed. However that clearance still did not allow the 
contractor to have classified information on its premises. As 
discussed below, we found evidence that this requirement was 
violated and we referred the issue to the Bureau of Diplomatic 
Security for appropriate action. 


While the fault for failure to obtain the necessarw 
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contractor to continue to perform on a classified contract 
without a facility clearance. ( See Recommendation 16 ). 

2. Security violations by IBC and LPD 

During the course of the inquiry several potential security 
violations were discovered. In responding to our request, IBC's 
legal firm provided documents which were marked with the 
security classification CONFIDENTIAL. Our information indicated 
that the contractor did not have authority to store classified 
documents and neither did the legal firm. In addition, the 
documents had been commercially copied before they were provided 
to us. During our review of S/LPD files, we found a TOP SECRET 
document improperly stored in a bar-lock cabinet,^ These. 

• jrobl^s werd referr^ ta the Bureau of Dlplomaitlc Security (DS) 

“ . for investigation and- appropriate action on April 9 and May 5, 
1987. ( See Recommendation IS ). 

Comments of Department Officials 

In commenting on a draft of this report, the former head of 
S/LPD stated that the DOD detailee told him that a procurement 
official had suggested that the contract bo classified so he 
assumed that this was the proper thing to do. He also described 
the issue of safety of the defectors which IBC was handling for 
S/LPO and stated that keeping this activity secret seemed to be 
the prudent thing to do. The current head of ARA/LPD, on the 
other hand, stated that the activities conducted under the 
contract were not classified and that the contract should not 
have been classified. He stated that this was part of his 
rationale for declassifying the contract in January 1987. A/OPR 
stated that new procedures are now in effect which require all 
classified procurements to be brought to his attention. 

In our opinion, the comment regarding the procurement 
officials suggestion is misleading. As the situation was 
described to OIG staff, the suggestion was made only in response 
to jcomments of S/LPD officials that the contract contained 
sensitive Information which should not be disclosed to the 
public. The suggestion was not a concurrence that the 
Information contained in the contract was classified. Rather, 
it was presented as advice to S/LPD that if the information was 
sensitive and should be protected from the public, consideration 
should be given to classifying the document. 
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V. RECOMMENDATIONS 

1 . The Department (A) should take appropriate actions to 
implement Department policies to ensure that program offices, 
including S-S/EX, ARA/EX, and ARA/LPD, are prohibited from 
performing the acquisition functions assigned to the contracting 
officers by the Federal Acquisition Regulation, Moreover, this 
policy should prescribe disciplinary action in those instances 
when a program official acts to commit the Government to 
contracts without the authority to make such commitments. 

2. The Department (A) should direct A/OPE and A/OPR to issue 
instructions to OPR/STP contracting officials to reaffirm their 
responsibilities to adhere to the competition requirements in 
the Federal Acquisition Regulation. ' If deemed appropriate by 
OPE, 'these instructions maybe/ provided to other contracting 
officials in the Department. 

3. The Department (A) should direct A/OPE and A/OPR to issue 
instructions to the OPR/STP contracting officials to stress 
their responsibilities to adhere to the requirements for 
publicizing proposed acquisitions in the Commerce Business Daily 
as required by Part 5 of the Federal Acquisitibn Regulation. If 
deemed appropriate by OPE, these instructions may be provided to 
other contracting officials in the Department. 

4. The Department (A) should direct A/OPE and A/OPR to Issue 
instxructlons to the OPR/STP contracting officials to stress 
their responsibilities to adhere to the small purchasing 
procedures in Part 13 of the Federal Acquisition Regulation. 
Specific instructions should be given to OPR/STP officials to 
detect and eliminate split' requirements proposed by program 
officials. 

5. The Department (A) should direct A/OPE and A/OPR to issue 
instructions to the OPR/STP contracting officials to define the 
preaward land postaward contract administration functions they 
are to perform. Moreover, OPE should conduct a random review of 
OPR/STP contracts during early FY 1988 to determine if the 
Instructions are being followed by the OPR/STP contracting 
officials. 


6. The Department (A) should direct A/OPE and A/OPR to issue 
instructions on the use of contract audit services for both 
preaward and postaward contract actions. Moreover, OPE should 
conduct a random review of OPR/STP contracts in early FY 1988 to 
determine if the instructions are being followed by the OPR/STP 
contracting officials. 




7. The Department (A/OPE in coordination with M and A) should 
take the actions necessary to implement an effective acquisition 
planning program within the Department as required by Part 7 of 
the Federal Acquisition Regulation. Moreover, OPE should review 
the results of the planning system in early FY 1988 to determine 
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8. The Department (A/OPE) should complete the actions necessary 
to finalize the Department of State Acquisition Regulation as 
expeditiously as possible. 

9. The Department (A/OPE) should review the current delegation 
of procurement authority Issued to the Foreign Service Institute 
(M/FSI) and determine whether it needs to be modified to 
preclude the use of the Registrar's authority to issue training 
orders for persons outside the Department using funds that are 
not M/FSI funds.. 

10. The Department (M/FSI) should take immediate action to 
recover funds from International Business Communications (IBC) 
for nonperformance of services under Training Order No. 
1001-402486. 

11. The Department (ARA/EX) should Instruct ARA/LPD to prepare 
purchase requirements in sufficient detail to allow OPR/STP to 
structure definitive, quantifiable, statements of work which 
identify deliverables and delivery dates. 

* 

12. The Department (A/OPR) should direct OPR/STP to reject 
purchase requirements which lack sufficient detail to develop 
definitive, quantifiable statements of work. 

13. The Department (H and PA) should instruct all Department 
offices, including ARA and L, to exercise more care to insure 
the accuracy and completeness of information provided for 
Congressional requesters and press guidance. 

14. The Department (H) should modify instructions for use by 
Department offices and officials in dealing with Congressional 
requesters. Such instructions should address informal or verbal 
requests and should include the need to: 

.place a high priority on responding to Congressional 
requests, particularly after information has been 
promised, 

thoroughly discuss, define, delimit, and document the 
information needed to respond to the request, 

obtain a written request for the Information, if 
possible, and 

periodically follow-up on commitments to provide 
information, to Insure that requests do not remain open 
for excessively long periods. 

15. The Department (H in coordination with L and S/S), when it 
is desirable to designate L (or any other working group or task 
force) as a focal point for receiving and responding to requests 
for information on a particular subject, should describe the 
nature and purpose of the arrangement in writing and communicate 
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exhibit B - Memorandum from Former Coordinator 
of S/LPD dated July 17, 1987 

United States Department of State 

fTashingion, D.C. 20520 
July 17, 1987 


MEMORANDUM 


TO: 

FROM; . 
SUBJECT: 


OIG/AUD - Lynn w. Burgener 
Aifibassador Otto J. Reich 




Draft Report — Special inquiry into the 
Department's Contracts with International 
Business Communications (IBC) 


The following are my comments on the draft report; I 
can only address myself to those management decisions over 
which I had an impact at S/LPD. Several of the 
allegations concerning Department procedures occurred 
after I left S/LPD and many do not apply to S/LPD. 

I will begin with Page 14 on the report, which is 
where the main text starts. 

page 14, IV, Para A. I wish to take issue with the 
statement that "the need for the purchase orders and 
contracts may have been justifiable in the beginning but • 
was questionable in the later periods as S/LPD's in-house 
staff grew and gained experience." This judgment is 
subjective and erroneous, and frankly, constitutes 
second-guessing. The purchase orders and contracts for 
outside assistance were as justifiable as the staff grew 
as they were at the beginning, because the demands on the 
office grew geometrically while the staff grew 
arithmetically. As the office became more and more a 
reliable source of information for members of the 
executive branch — including the President, the Vice 
President, the Secretaries of State and Defense, the 
Director of Central lntelligence--the Congress, the media, 
and other audiences; demands on this office increased. In 
the "later periods" the S/LPD staff was just as busy as it 
had been at the beginning. The enormous amount of product 
which was demanded and received by our audiences caused 
our staff to work extremely long hours and every weekend. 
In fact the IBC contract which first drew the attention of 
the Congress and the press and which caused this IG report 
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to be undertaken, was a result of the inability of the 
state Department to properly distribute the voluminous 
amount of S/LPD materials satisfactorily to audiences in 
the executive and legislative branches as well outside of 
government . 

I would like to add at this point tha one of the 
principal objectives of the office from the very first day 
wac to help re-establish the credibility of the 
Administration's information. When the office was 
created, a number of Members of Congress and the media 
were publicly questioning the credibility of the 
Administration. I am very proud to say th^t in two and a 
h^lf years of producing soQxes. of documents, speeches, 
briefings, issues papers an^d other materials, not one 
factual error or mistake was made in S/LPD materials. In 
April of 1985 Secretary Shultz told me that, in his 
opinion, S/LPO had done *a superlative, an outstanding* 
job. This sentiment about the office was not a result of 
carelessness or lack of attention to detail. It is very 
easy to second-guess the actions of an executive, whether 
in the government or the private sector, two years after 
the fact. But the reader should put himself in the 
position in which the Administration found itself in the 
summer of 1983, when banner headlines in the press too 
often distorted or misrepresented the facts of reality in 
Central America and of the policy of the United States 
designed to deal with the crisis (as the President 
correctly called it) in that region of the world. The 
'urgency* never passed, at least as far as the President 
of the United States and his senior advisors were 
concerned. In fact, even after I had already left for 
Venezuela and taken over my duties as Ambassador, the 
President continued to use S/LPO products in hi^ 
successful battle to obtain Congressional support for his 
Central American policy. 

There is a factual error (in the second paragraph of 
page 10 and again on page 14) which states 'Coordinator 
Reich came to State in December 1983....* Actually, i 
began the public diplomacy activities on July 5, 1983, 
immediately upon public announcement of the establishment 
of the office. The Office had been established, as the 
report states on July 1, 1983, but I had been designated 
at a meeting of the National Security Council on June 21, 
1983. [The possible reason for the confusion in the dates 
may stem from the fact that from July to December 1983 I 
was still on the AID payroll and in effect working on 
detail from AID to State.) The report is completely 
correct however, when it states that 'lacking adequate 
staff, Mr. Reich obtained permission to contract for a 
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Short-term professional services contract in February 1984 
with Prank Gomez...," I believe it is important to state 
(in fact, it cannot be overstated) how much this office 
was lacking not only in adequate staff, but in adequate 
resources of all kinds. As I told the IG Team, I 
personally had to ask constantly for resources for what 
was supposed to be a presidential initiative. It took 
months for S/LPD to obtain its own office space, 
telephones, typewriters, staff, and all the other support 
necessary to carry out its function. 

One very important element related to inadequate 
resources, which had direct bearing on the subject of this 
inquiry, was my constant request for an administrative 
offigec ,f rom the state Department fro be assigned to S/LPD 
to assist us in all administrative matters. This 
included — and I remember repeatedly mentioning this as an 
example of why we needed such administrative support- 
supervision of our outside contracts (e.g., IBC). It took 
over a. year from the time that the office was established 
for a state Department administrative expert to be 
assigned to S/LPD. Even then, we had only what amounted 
to "TDY" personnel as we changed administrative officers 
frequently because of other priorities of the Department. 
In fact, over two years after the establishment of the 
office, I personally requested the Director General of the 
Foreign Service to please see if he could identify an 
experienced person to fill the again empty administrative 
slot in S/LPD. This was after a two-month gap in that 
position in the fall of 1985. This timing is very 
important and bears elaboration because it is precisely 
during this period in 1985 when S/LPD had no State 
Department administrative officer assigned to it, that the 
IBC contract in question (the one which is allegedly 
erroneously classified) was negotiated. Because of the 
lack of administrative support, l had to turned to a 
Department of Defense detailee, an active duty military 
officer, to help me with administrative matters. This 
officer was an extremely hard-working and conscientious 
individual but he had absolutely no knowledge of State 
Department procedures, much less contracting. However, I 
had no choice but to turn to him as I had already been 
designated as Ambassador to Venezuela and was trying to 
focus on my ongoing assignment, while still trying to keep 
the office in operation, in fact, it was on a trip to 
Quito, Ecuador, in October of 1985 to attend the Andean 
Chiefs of Mission Conference in anticipation of my future 
Ambassadorial assignment that I requested the Director 
General of the Foreign Service to find S/LPD an 
administrative officer. I told the Director General that 
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I wanted to leave S/LPD in the best possible management 
condition. Immediately upon his return to Washington, the 
Director General did find us an administrative officer, 
but this person could not be detached from his assignment 
until six weeks later (December 1985). In effect, 
therefore, we were without administrative support for 
another crucial period. It can be argued that the 
inability of the Department to provide S/LPD with such 
help was an important contributing factor to any • 
irregularities which may have occurred in the handling of 
the IBC relationship. I think it is a very telling 
commentary on the Department's priorities that one and a 
half. -years later (1987) approximately half a dozen 
experienced State Department auditors were found to look 
into the contract. These individuals spent a total of 
approximately two to three months looking into this 
relationship. Had we had just one of these capable and 
knowledgeable individuals assisting us with our 
contracting procedures in S/LPD in 1984 and 1985, perhaps 
the American taxpayer would have been spared the need for, 
and saved the cost of, this investigation. 

Going back to the Report itself, on page 12, third 
paragraph, it is stated that ”in January 1985 the 
coordinator of S/LPD was nominated as Ambassador to 
Venezuela and withdrew from active leadership of S/LPD.* 
This is not correct. It would be correct to state that I 
withdrew completely from active leadership of S/LPD at 
that time"! I had Indications since May of 1985 that I was 
going to be nominated as Ambassador to Venezuela, in 
August of 1985, President Reagan signed the internal 
memorandum approving my nomination and requesting FBI and 
other clearances, in early December of 1985 I received 
the call from the President officially requesting that I 
take the job of Ambassador. The last step, in January 
1986, Was the public nomination of the Ambassadorship and 
the transmittal of the nomination papers to the congress. 
At that time, I withdrew completely from S/LPD leadership 
and concentrated full time on my confirmation hearings and 
in continuing to prepare for the Ambassadorship (something 
which I had already begun to do, concurrently with my 
S/LPD duties, in the summer of 1985). 

On page 16, the report states that the criteria for a 
sole source contract with Prank Gomez appeared to be weak 
though justifiable at first. As the report iself states 
on page 15, I was not familiar with State Department 
regulations and I relied entirely on the advice I 
received — usually through someone on my staff — from the 
contracting office at State. When Frank Gomez appeared on 
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the scene, I was told — repeatedly— that sole source 
contracts "were done all the time" and were perfectly 
legal. The report also seems to question why Frank Gomez 
received a series of short-term contracts. There appears 
to be a contradiction here, in that a sole source contract 
was initially justifiable but not later, as Hr. Gomez 
proved himself capable of doing the job even better. I 
would like to reiterate what the report states, and that 
is, that 1 did not know Prank Gomez until I took over 
S/LPD. When he became available in early 1984, I had no 
knowledge of how he would be able to perform for us. 
Therefore, I thought that the prudent thing to do from a 
management standpoint was to try out Mr. Gomez for a short 
period of time. I was very impressed with his performance 
a.nd;exten^ed the contract 'for anbther three months, and, 
.as' the report states we Oontinued increasing his 
activities, as well as his remuneration, in subsequent 
contracts. Borrowing from some of the hindsight so 
abundant in this investigation, we could ask whether 
S/LPD's initial contract with Mr. Gomez should have Been 
for one year, thus avoiding the present aggravation of 
having to explain three consecutive short-term contracts; 
would that have been justifiable? 

on page 17, the report states that by PY 86, S/LPD 
had nine State Department and ten other agency personnel 
and that, therefore, by that point the original 
justification for outside assistance as no longer valid. 
This is another example of Monday morning quarterbacking. 
In PY 86, the demands on the office far exceeded the 
office's capabilities. On many occasions, we had 
personnel working until one o'clock in the morning and 
through entire weekends, something that is not common 
procedure in the State Department, even though it is one 
of the hardest working of all executive departments. I 
simply* could not justify continuing to demand that kind of 
performance from my staff forever. If anyone questions 
those statements, all they have to do is interview any and 
all of the S/LPD staff to determine what the working hours 
were. Additional evidence is available from the overtime 
requests for secretaries. It is very easy now for people 
totally unfamiliar with the demands on this office and the 
working conditions prevalent at that time to make the 
statement that "outside assistance* was no longer 
justified. In fact, it was probably even more justified 
in 1985 than it had been in 1983 since we did not know at 
the beginning exactly what the demands on the office were 
going to be. Moreover, the last contract for IBC, most of 
which was for distribution of S/lpd publications, was made 
necessary by the enormous amount of material which the 
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office was producing. The materials were simply not 
getting into the hands of the people who needed to have 
them. The Administration continued to be criticized by 
officials in the Congress^ the public^ and even the press 
about the lack of effectiveness In 'telling its side of 
the story on Central America." Having contacted the 
Bureau of Public Affairs « and having examined all of the 
available avenues open to us to distribute the 
Department's publications, I came to the conclusion, with 
the assistance of other State Department officials, that 
the most efficient method open to us was to seek and 
outside source of distribution services, I was told this 
requirement could be added to the IBC contract. Once 
again, I had to assume that the Information I was 
receiving from the pepjaxtment's experts was correct 
especially sihbeV as .the report itself indicates, we were 
not told otherwise, ■ 

The second paragraph on page 17 is not entirely 
correct. It sltates "when the leadership of S/LPD changed 
in mld-1986, the new coordinator came to the same 
conclusion and decided to stop contracting with IBC at the 
end of the PY 86 contract and to perform the work 
in-house." I recall that prior to my departure for 
Venezuela, I had met with the new S/LPD coordinator and 
among other things told him that I thought that the IBC 
contract was simply taking too long to negotiate (it was 
indeed not concluded until September 1986) and that I felt 
that he should find some other way to get the job done. 
This was not a reflection of IBC's ability to do the job, 
it is more a reflection of the frustration with the 
contracting procedures. I was not aware at that time of 
the reason for the the difficulties with IBC, and in fact, 
have only become aware of all of them by reading this 
report. I did know, however, that If they were ever going 
to get^the job done of getting the material distributed, 
and since the IBC contract was taking so long, that the 
Department had to find some other way to do it. 

Page 19. For each example which is listed on this 
page as evidence that S/LPD "abused* the process, I have 
to respond that I asked, at every opportunity, whether the 
recommendation that was being made to me, by whichever 
person was monitoring the contract and dealing with the 
contracting office, was legal and standard procedure. At 
every step I received the reply that this was standard 
procedure and completely legal and "done all the time." 

The example of acquisition activities listed on page 21-22 
of the report was thought by me at the time to be 
completely normal. I had no reason to believe otherwise 
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since, as the report itself indicates, 'the OPR/STP 
contracting offices did not challenge the S/LPD actions as 
unauthorized commitments.” How am I supposed to know, 
when I am attempting to run what was later described by 
seventh floor principals as one of the most productive 
offices in the State Department, that the office upon 
which we were relying for contracting advice and 
assistance had, in the words quoted in the report, 'failed 
to do their job?” 

On page 23 the report states that the sole source 
acquisitions were not justified. I believe this is 
partially second guessing, .but also. that S/LPO was let 
down once again by the%experts in the Department. On 
'sole source” as well as the other apects of these 
acquisitions, I was told that 'this was done all the time” 
and that I had no reason to believe that our 
recommendations were inadequjite or were not justified. 
Since none of these contracts were rejected by the 
contracting office, I had to assume they were adequate and 
proper . 

I would argue with the tone of pages 24-25 in that 
there appears to be a question about Prank Gomez* ability 
to qualify for a sole source contract. Considering the 
condition of S/LPD staff at that time, and the demands 
upon the office, someone with Mr. Gomez* background was 
practically made to order. 

On page 36 there begins a discussion of whether or 
not some of the contract amounts constituted a 'fair and 
reasonable” price. It is very difficult to determine just 
exactly what price to put on the credibility of USG 
offficials. It is therefore very difficult to put a price 
on the ability of an individual or a corporation to assist 
the USO and its highest officials to obtain understanding 
and support for a particular policy, (the success of which 
may in fact event a major foreign policy disaster). I 
mention the above to attempt to put the pricing issue in 
its proper perspective. For example, in 1981, (long 
before the establishment of S/LPD) the State Department, 
in an attempt to prove the fact that the Salvadoran 
guerrillas were receiving support and assistance from 
Nicaragua, issued a so-called 'White Paper” which reported 
extensively on the evidence of Nicaraguan support for the 
Salvadoran guerrillas. In their continuing effort to 
discredit the Administration's policy, some members of the 
national media found minor errors in the multi-page 1981 
report. Immediately thereafter, in order to support their 
own effort, they began to call it 'the discredited White 
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and "forced* to tell a lie and that he had never been 
trained by the Cubans or Nicaraguans. We know now (and 
knew then) that Tardencillas was lying in this latter 
version of his story. But the damage to the credibility 
of the USG around the world had already been done. 
Tardencillas was returned to Nicaragua and it took 
approximately a year to live that episode down. I am 
proud to say that never in the two and a half years in 
which I headed S/LPD» did we have an incident with 
defectors. Can someone put a price on that? We took 
pains to prevent such incidents with our in-house staff, 
but on occasion Prank Gomez helped us screen defectors to 
make sure that they were not "plants" or foreign agents. 
Under S/LPO's management of defectors, there were many 
requests for them from several members of Congress, 
including the then Chairman of the Senate Intelligence 
Committee, David Durenburger of Minnesota. 

4 

The report says that "although deliverables were 
vaguely defined and reported, the performance by Prank 
Gomez and IBC on all other purchase orders and contracts 
was approved, accepted, and frequently applauded by S/LPD 
officials." I would go even further. I would say that we 
"enthusiastically" applauded Prank Gomez* performance. As 
I told the IG team investigating this relationship, Z 
believe that Mr. Gomez performed exceptionally well- for 
the USG almost without exception. The question we have to 
ask ourselves when dealing with contracts such as this one 
is: How does one determine the real value to the U.S. 
Government of, for example, something as "vaguely 
definable" as re-establishing credibility? Or of avoiding 
a repetition of the "White Paper" or the Tardencillas 
incident? 

Classification of the PY 86 IBC contract. I would 
like to set forth my version of why the PY 86 IBC contract 
was classified secret. At some point in the fall of 1985 
to the best of my recollection, the military detailee who 
had been acting as liaison with the rest of the Department 
on S/LPD contracts, told me that it had been suggested to 
him by a Department official that the contract be 
classified. Knowing that he was in constant communication 
• with the contracting office and other entities of the 
Department trying to get this contract approved, I 
naturally assumed that this was the proper thing to do. 

In 1987, in response to questions from the IG and the GAO, 
I stated that I had probably given the go ahead for the 
classification for that contract. 1 have no evidence to 
the contrary even today. That is, that i probably did 
tell the officer to go ahead and to through channels to 
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get the contract classified. The IG report states that 
there was no justification for that classification. I 
believe that does not take into account the 
circumstances. As X mentioned earlier, IBC was dealing 
with defectors on behalf of S/LPD, and keeping that 
relationship secret seemed to be a prudent thing to do. 

Although IBC had been handling such defectors from 
practically the onset of its relationship with S/LPD, in 
the summer or fall of 1985 we received indications that at 
least one of the defectors whom we were handling. Nr. 
Alvaro Baldizon, was under a death threat from the 
government of Nicaragua. (Baldizon 's brother was 
"arrested" in Nicaragua immediately after the defection, 
disappejkfed, .and is presumed dead). We had'been advised 
that there might be a hit squad in the U.S, sent by the 
government of Nicaragua to assassinate Baldizon. I 
therefore requested protection for Mr. Baldizon from the 
U.S. Marshals. They provided this service but, much to 
our surprise, proceeded to charge the Department of State 
at the rate of approximately $8,000 a week for 
round>the*clock protection for Mr. Baldizon. I received a 
call from S/S-EX stating that we should sever the contract 
with the O.S. Marshals because the Department simply 
"could not afford it," that the Department did not have 
the funds to provide that kind of expensive protection for 
Mr. Baldizon. At that point, one could say that S/LPD was 
really in a bind. On the one hand, a defector had trusted 
his life to the USG and on the other hand, the Department, 
in effect, washed its hand of this individual. We have to 
understand that when people trust their lives to the USG, 
we have a moral responsibility and cannot discard that 
responsibility simply because the U.S. Marshals decide to 
charge $8,000 a week to guard that person. At any rate, 
when the Department told me to sever the relationship with 
the U.S. Marshals, I asked Frank Gomez if he could help 
take care of Hr. Baldizon. Hr. Gomez said that he could, 
and as a precaution, proceeded to move Hr. Baldizon around 
the Washington area from hotel to hotel as well as to feed 
him and take care of his basic human needs. Earlier, we 
discussed the matter of what constitutes appropriate 
pricing for a contract such as this. I would be very 
interested in knowing how much the services provided by 
Mr. Gomez on behalf of the Department of State, in taking 
care of a politically sensitive defector with a price on 
his head are worth to the USG. If the security alone for 
such an individual is worth $8,000 a week (or $416,000 a 
year), then was the contract that was being negotiated 
with IBC for approximately $10,000 a month (in addition to 
the distribution services) adequate or appropriate? 
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I object to, and disagree with, the characterization 
of the statement on page 69 of the report that the reason 
for classification for the contract was "to restrain 
competition." I do not believe that was the reason why 
the contract was classified; I have stated why I believe 
the contract was classified. I believe that if the 
information we had received about Mr. Baldizon was 
correct, that is, that he was under threat of 
assassination, and if that assassination had been 
successfully carried out while he was in our custody, that 
that would have caused serious damage to our nation. 
Defectors are the repository of a great deal of very 
valuable information which often impacts. on our national 
-security. If we' cannot care for these people, then other 
potential defectors, who may have even more valuable 
.information, would probably, human nature being what it 
is, at least think twice if not actually change their 
minds, about defecting to the U.S. If I may add my own 
unofficial recommendation to this repoort, it is that the 
USG establish a better system than presently exists for 
dealing with defectors that includes not only their 
physical but also their emotional and spiritual needs. I 
would be curious as to how many IG or Congressional 
investigations would have been launched had a successful 
assassination been carried out against one of the 
defectors which S/LPD was caring for or "handling." Would 
there have been an outcry from some of the same staff or 
members of Congress who are quick to criticize the 
Administration for the IBC contract? Would they have been 
quick to criticize the Administration for not being able 
to take care of defectors? 

Page 44, paragraph 2. The allegation regarding the 
training order placed through FSI was a surprise to me. I 
was under the impression that the training described in 
the order had indeed taken place. I will be interested in 
knowing if there is a plausible explanation of this case. 
In the meanwhile, I fully agree with the two 
recommendations of the IG report on this issue. I had 
never heard of a "self-certification" system of payment 
and find it inadequate. I would like to point out, 
however, that this event also occurred at a time when 
S/LPD had no administrative support. Our aid detailee who 
was handling this contract (and all other administrative 
matters) left in late August 1984 and was not replaced for 
several months. This obviously contributed to the 
confusion on this contract. One additional factor which 
may be relevant: it bears remembering that S/LPD did not 

deal with "normal" issues. In this particular instance. 
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for example, the principal counterpart in the government 
of El Salvador with whom Mr. Gomez dealt, a Lieutenant 
Colonel Cienfuegos, was assassinated by the communist 
guerrillas just six months after the time in question 
(March 1985). The opinion of both GSG and Salvadoran 
experts at that time was that the guerrillas had killed 
LTC Cienfuegos precisely because he, and his office, had 
become too effective in dealing with the international 
press. Their response was to shoot him through the head 
and drape him with a red flag with the guerrilla 
movement's initial on it. As I said, this may or may not 
be relevant, but that is the environment in which we 
operated. 

Pag^ 53, Para D: Lobbying activities. The first 

paragraph appears to be contradictory. The first sentence 
states that "although allegations were widespread, there 
is no evidence that S/LPO staff or IBC personnel 
contracted with the Department participated directly in 
any unlawful lobbying." I agree with that. The next 
sentence states "there is considerable evidence, however, 
that S/LPD conducted and participated in activities which 
came close to prohibited categories, and were interpreted 
as illegal by some observers." X do not understand who 
these anonymous "observers" are and why their 
"interpretation" should have any weight in this report. X 
believe this last sentence should be struck. As the 
report indicates, the Department of Justice looked at the 
allegations and found that the activities of S/LPD were 
lawful. The opinions of the unnamed observers are, 
therefore, irrelevant. 

The report also states that "while S/LPD did not 
violate the lobbying statute, there is considerable 
evidence, however, that activities were carried out which 
are very close to the line between authorized informing 
and unauthorized attempting to influence." X object to 
this statement because there is absolutely nothing wrong 
with coming "very close to the line." I do not know which 
"line" this report is talking about, but if that "line" is 
the law then it should be very clearly stated that S/LPD‘s 
activities were all within that law. As the report itself 
indicates, S/LPD management went to great pains to ensure 
that all our activities were within the statutes. 

• 

The report then goes on to say something very 
strange: "Among other things the S/LPD coordinator and 

staff travelled and spoke extensively on the merits of the 
Administration's Central American Policy." I really do 
not understand what this statement is doing in this 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 ; 


CIA-RDP93B00385R000300090001 - 1 



Declassified in 


Part - Sanitized Copy Approved for Release 


2012/04/23 ; C1A-RDP93B00385R000300090001-1 


- 13 - 


report. State Department officials constantly travel and 
speak throughout the country on the merits of any 
Administration's foreign policies and there is nothing 
wrong with that. In fact# there is an entire bureau (the 
Bureau of Public Affairs) designed to organize such travel 
and speaking engagements. That statement is confusing and 
gives the wrong impression. 

Perhaps this would be a good time to point out that 
one of the reasons why S/LPD was created at such a high 
level (the National Security Council) was because# in the 
opinion of the highest policy makers of the USG# the State 
Department was simply not performing satisfactorily in 
communicating to the American people t^ie Administration's 
policy objectives' In Central America. The Bureau of 
Public Affairs at the State Department and other Executive 
departments were simply overwhelmed with requests for 
speakers and other materials on the Central ' America 
policy. I was informed when the office was created that 
the President# the Vice President# and others were# to say 
the least# very upset with the inability of the Executive 
Branch to publicly communicate to the American people what 
the USG was trying to do in Central America. In 
subsequent conversations with the President# the Vice 
President# and a number of Cabinet Secretaries# I was able 
to personally confirm that sentiment. 

The report states that S/LPD "subsidized" 
publications supporting the President's Central American 
policies. This is a very strange statement. We not only 
"subsidized" publications# we confess to paying for them. 
This was clearly within our mandate and within the law. 

It is also something which the Department does regularly 
and for which there is great public demand. If the United 
States Government cannot communicate directly with the 
American people# we are in very serious trouble because 
many major media are no longer a reliable source of 
information on issues such as Central America. One 
reality# however# is that the press always has the last 
word on any debate. (As I am sure it will have on the 
subject of this report.) 

In addition# I would like to point out that# 
according to law and established practice# S/LPD's 
activities that pertained to the Congress were done in 
response to requests to members of Congress or coordinated 
through the Department of State's Office of Congressional 
Relations or the White House or NSC congressional 
relations. 
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On pages 56 and 57, an example is given of what is 
called "evidence that LPD participated in a group with 
other organizations which conducted activities which LPD 
would have been prohibited from performing." I will state 
again what I stated to the IG Team: This example is 

irrevelant. The paper from which this example is taken 
was not prepared by anyone in S/LPO nor, in my opinion, by 
anyone in the Department of State, It was probably one of 
the literally hundreds of papers which S/LPD staff picked 
up at the hundreds of meetings which were attended by the 
staff outside the Department over a period of two and a 
half years. I do not know who prepared this particular 
paper, but the inclusion of these examples in this report 
jnay jgive the reader the Impression- that S/LPD in some way 
cond'bned or coordinated the activities listed. 

Finally, I would like to point out two things on 
behalf of the "senior military advisor" who is alleged to 
have committed an unethiceTl act. First, he was not tl:e 
executive officer from June 1985 to June 1966, but rather 
only from September 1985. This is important because he 
was not in a position, as the report states, to 
■influence" S/LPD's decision to contract for the services 
of his sister. Second, from the very outset, he disclosed 
the kinship and separated himself from management 
decisions affecting his sister. There is enough character 
assassination taking place in Washington right now without 
the Department unnecessarily participating in any. 

Conclusion: S/LPD was created largely in response to 

criticism in the Congress and the media that the 
Administration was not "leveling" with the American people 
on Central America; that the Administration was either not 
telling the truth or did not have the facts to back up its 
principal contentions about the crisis in the region. 

Very often, when Administration officials would testify 
before Congress or speak to the press, they would have to 
fall back upon the true but inadequate excuse that "that 
is classified and I cannot share it with you." After a 
while, even reasonable people tend to believe that is a 
cover-up for lack of information, rather than an effort to 
protect sources and methods. When S/LPD was created, one 
of the first tasks that it undertook was an attempt to 
work with the intelligence community to declassify the 
enormous amount of intelligence available and which did 
prove we were being truthful. This task was accomplished 
due to the cooperation of almost all (there were some 
notoriously tight-fisted ones) members of the intelligence 
community. It should also be pointed out that S/LPD was 
an experimental program. It was the first and for almost 
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two years after its inception the only Office of Public 
Diplomacy in the State Department (or the Executive 
Branch). As a result much of what the office did was 
brand new and did not have precedent. The three principal 
areas in which it operated were (1) information gathering, 
(2) information processing, and (3) information 
dissemination. In each one of these areas I believe that 
we broke new ground, such as for example, in enhancing 
cooperation with the intelligence community for 
accelerated declassification of information; or by 
obtaining unclassified information which corroborated 
classified information which could not be declassified 
because of the source or method of acquisition; or by 
attempting to ensure that the information available to the 
executive brandh was also available to Members of 
Congress', members of the press, and as much of the public 
as was interested in that information. It was this last 
effort at distribution which the final IBC contract 
attempted deal with. The bulk of the IBC PY 86 contract 
was for distribution services. It must be reitereated 
that that is not the reason why the contract was 
classified; as we know, the contract was classified 
because among the other services at IBC was the handling 
of defectors from Central America, some of whom had a 
price on their head. 

There are many cases when S/LPD was the only source 
of unclassified information available to policy makers. 

For example, at a press conference in the summer of 1984 
President Reagan personally highlighted the S/LPD 
publication 'Nicaraguan Military Buildup and Support for 
Subversion." It goes without saying that for the 
President of the United States to use one of the first 
major projects a brand new office, and which had been 
completed in just a few months, was a great source of 
pride ind satisfaction to the staff and it encouraged us 
to continue our efforts. In addition, there were other 
instances when, as S/LPD products became more and more 
sophisticated and relied upon, that there were additional 
demands upon the office. For example, there came a time 
in 1985 when a very high level Cabinet official asked for 
a particular unclassified chronology of Nicaraguan 
incursions into Honduras and Costa Rica. Incredibly 
enough, we found that S/LPD was the only office in the 
Executive Branch which had prepared such an unclassified 
chronology dating back to the very first week of the 
Sandinista takeover of Nicaragua in 1979. There were many 
instances such as this in which very high ranking (as well 
as other) members of the Executive Branch and the Congress 
came to rely on the Office of Public Diplomacy. In most 
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cases# we simply provided the information to an 
intermediary office or bureau of the Department or the 
White House for transmittal to the end users. It should 
also be pointed out that this was accomplished with one of 
the smallest budgets of any such office in the executive 
branch and also one of the smallest staffs. As the IG 
report indicates# we had approximately $750#000 per year# 
not an exhorbitant amount if we believe that the American 
people have a right to know what its government is doing. 
In fact# it is only a fraction of the cost of what the 
Iran-Contra investigation is costing# and for the same 
reason: because *the people have a right to know.* 

I accept responsibility for that which is my fault. 

I was in charge of . the office and if the'r^ were any 
technical violations# then they happened on my watch. But 
I was given to believe that there was an entire team of 
experienced contracting# legal# administrative# and other 
officers supporting my office. It is not coincidental 
that the principal issue in the investigation# the 
contracting procedures and classification of the final IBC 
contract# happened precisely during a period of three 
months in which our office did not have a single State 
Department administrative officer assigned even though I 
had constantly requested one. It was during this period 
of September to December 1985 when I had to rely on an 
active duty military officer on detail to the State 
Department to help me try to untangle the jumble of 
regulations concerning contracts. This was not fair to a 
military officer with no experience in State# performing a 
job for which he was not trained and which he did not 
expect to do when he was assigned to the Department of 
State. 

Although S/LPD was indeed one of the smallest offices 
in the vDepartment# it was also one of the most 
productive. At least that was the opinion of the 
Secretary of State as expressed to me on the 30th of April 
1985# when he offered me a promotion based on my 
performance for the previous twenty-two months as 
Coordinator for Public Diplomacy. 

This was also the position# as expressed to me by 
other Seventh Floor principals# two U.S. Permanent 
Representatives to the United Nations; the late Director 
of Central Intelligence Mr. William Casey; the Vice 
President of the United States; a number of Senators and 
Congressmen: U.S. Ambassadors to Latin American and 

European countries; three advisors to the President for 
National Security Affairs; a number of superiors# 
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colleagues, and private sector people whose opinions I 
value; and finally, the President of the United States on 
the 16th of May 1986, as I departed Washington to assume 
my duties as Ambassador to Venezuela. In fact, if S/LPD's 
experience is any indication, I believe that the taxpayer 
will be well served by reducing the number of personnel in 
many large Executive Branch offices and having them become 
more cost effective and productive. I realize of course 
that that recommendation is not feasible in every case, 
but the productivity of the interagency personnel in S/LPD 
is a testimony to the dedication and professionalism of 
career and non-career government officials and 
secretaries, who worked tirelessly and in many cases 
around the clock to perform a duty which they had been 
told and knew to be a -high Presidential priority. 

Other than the fact that, with the benefit of the 
hindsight which this report provides, I am now aware that 
I should have paid more attention to the lack of support 
we were getting from the rest of the Department, I have 
absolutely no regrets about my management of S/LPD. 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00386R000300090001-1 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 


Declassified in Part - Sanitized Copy Approved for Release 2012/04/23 : CIA-RDP93B00385R000300090001-1 



Declassified in Part - Sanitized Copy Approved for Release 


2012/04/23 ; CIA-RDP93B00385R000300090001-1 



Exhibit C - Memorandum from Coordinator 
of ARA/LPD dated June 25, 1987 

United States Department of Stale 
ffhshington, D.C. 20520 
June 25, 1987 


MEMORANDUM 


TO; 

FROM: 

SUBJECT: 


OIO/AUD - Lynn W. Burgener 
AHA - Robert W. Kagan 
Comments on ic* Draft Report on 


IBC contracts 


While ARA/LPD generally finds the draft report to be 
fair and balanced in its findings relative to Department 
contracts with IBC, et al, there are several areas which 
require comment. 

Classification and Sole Source Procurement Without 
Proper Justification . O^n page 2, and in other references 
throughout the report with regard to classification of the 
FY 86 contract and the sole source justification of other 
contracts/purchase orders, the report states that the 
contract was improperly classified 'without 
justification.' This implies that no justification was 
submitted, which was not the case. Justification of the 
proposed classification and sole source statements were 
provided and were not challenged by contracting 
personnel. Recommend that references be changed to 
indicate that classification and some sole source requests 
were approved 'without adequate justification' rather than 
implying that no justification was submitted. 

Staffing . The report discusses the use of purchase 
orders to obtain short-term expertise and personnel when 
the office was first being formed. In pursuing the logic 
trail of this decision on page 16, the report states that 
the personnel system was not capable of providing 
sufficient talent 'in time to meet the coordinator's 
perceived (emphasis added) urgency.' The use of 
•perceived' indicates that urgency existed only in the 
mind of the Cooordinator . Ambassador Reich was selected 
to establish a new office in order to work one of the 
Administration's top foreign policy issues. He could not 
hope to accomplish his job without an adequate staff. 
Recommend that statement be changed to read, 'the needed 
specialized talent in a timely manner.' 
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Lobbying. On pages 3 and 4 and on pages 53 and 54, 
the report states that LPD did not participate in lobbying 
activities but that it often operated "close to the line" 
between authorized "informing" and unauthorized 
"attempting to influence." Specific reference is made to 
the extensive travel and speaking engagements of the 
Coordinator and his staff. While not so stating, the 
report seems to imply that such speaking engagements may 
have been a questionable activity. We do not believe this 
to be the case. The office was founded because public 
opinion polls showed that the public did not understand 
Central American issues and events nor did they understand 
U.S. interests and policies in the region. The major 
focus of LPD has been to inform the public in the belief 
that a public, which is well-informed and follows the 
issues will support the policy. One of Ambassador Reich's 
‘ major objectives was €o increase public awareness of the 
significant foreign policy issues in central America and 
to raise the level of public debate on those issues. 
Ambassador Reich and his staff became recognized as 
respected, authoritative sources who were sought after by 
both the media and private organizations to speak on the 
issues. The Coordinator must be able to speak out on the 
issues and to explain the policy. We do not believe that 
the report should imply that public and media speaking 
engagements or the production of documents may in some way 
constitute an improper activity. 

Conduct of Classified Activities by IBC and IBC 
Possession of Classified Documents. The report 
unequivocally concludes that there was no real 
justification for the Secret classification of the py 86 
contract. However, on page 64, in a critique of prepared 
press guidance, the report states: "The inference that 

IBC worked only on unclassified activities pending receipt 
of its .security clearance is erroneous. The records show, 
and anyone familiar with the contract should have known, 
that IBC was conducting allegedly 'classified* activities 
before receiving its clearance and, in fact, had completed 
all such activities before receiving the clearance." 

Either the activities were classified or they were not. 

If they were, then the contract was correctly classified. 
If they were not, then Department representatives should 
not be criticized for saying that classified activities 
were not conducted under the contract. It should also be 
noted that the press guidance was prepared after the 
contract was declassified. 
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The quoted statement implies that anyone familiar 
with the contract should know that IBC was conducting 
■classified* activities. The statement of work Included 
many activities^ some of which may have been classified 
and some of which obviously were not, e.g,, distribution 
of LPD publications. The report implies that because the 
contract was *classified* any activities conducted under 
the contract were by definition "classified.* After S/LPD 
became ARA/LPD in the spring of 1986, the only substantive 
service provided by IBC was related to distribution 
services. This work was not classified. 

The press guidance stated (page 63) "Procurement 
regulations allow classified work to be performed in such 
cases pending the receipt of the security clearances 
necessary to allow the sighing of the contract.* This 
statement may not be correct, if procurement regulations 
do not provide for this situation then the press guidance 
was incorrect and misleading and the report should so 
state. However, that is considerably different from 
implying that Department personnel knew that classified 
work was being done, but failed to acknowledge it. 

The statement discussed on page 64 and statements 
regarding the IBC possession of classified documents on 
pages 73 and 74 apparently refer to the ■Chronological 
Event Checklist," dated March 1, 1985, which is quoted on 
page 57. When the IBC contract became a public issue, 
ARA/LPD requested that IBC provide appropriate files on 
IBC activities under the contract. IBC provided a 
notebook containing various memos and status reports on 
February 11, 1987. Several Chronological Event 
Checklists, which were stamped Confidential, were in the 
inside jacket pocket of the notebook. No one presently in 
ARA/LPD had ever seen these checklists before. We are not 
aware 9 f inspectors finding other copies in normal LPD 
files other than those provided to ARA/LPD by ibc in 
February 1987. To our knowledge, there is no evidence 
that S/LPD gave those checklists to IBC. It is unlikely 
that the checklist was developed at S/LPD since, as 
quoted, the document refers to State/LPD rather than 
S/LPD, The report should say that it is unknown, or that 
the IG was unable to determine, whether these checklists 
were provided to IBC by LPD personnel. 

ARA/LPD was not aware of work that IBC was conducting 
for other clients, some of which may have been of a 
confidential nature, in the opinion of ARA/LPD personnel, 
no classified work was conducted for LPD under the FY 86 
contract, if ibc was improperly doing classified work for 
others, it does not follow that ARA/LPD personnel "should 
have known* about it. 
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Declassification Of Contract . On page 72# the report 
discusses the declassification oi the contract and 
criticizes the way in which the declassification was 
accomplished. These criticisms are valid; however# it 
should be noted that the handwritten declassification note 
was written in the Legal Advisor's office at the 
suggestion of the Legal Advisor to review the contract for 
possible declassification. 

The report states on page 72 that# ’We believe that 
the method of declassification indicates that the involved 
officials did not give much credence to the 'national 
security* contention in their earlier classification 
justification statements.,* This statement impli-es that 
the officials' wlio' declassified the contract and those who 
submitted the 'original justification statements were one 
and the same. This is not true. The decision to classify 
was made by members of S/LPD; none of which are still with 
ARA/LPO. The contract was declassified by Robert W, Kagan 
who was not affiliated with ARA/LPD until May 1986. 

Hr. Kagan is on record as stating that he does not think 
the contract should have ever been classified. 
Declassification was accomplished by Nr. Kagan# with the 
concurrence of the Legal Advisor# based upon the belief 
that activities conducted under the contract were not 
classified and in an attempt to be as responsive as 
possible to Congressional and media inquiries. 
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Exnibit D~Memoranaum from A/OPR, dated June 23, 

United Slates Department of Slate 

ffhshinglon, D.C. 20S20 

June 23, 1987 


TO: 

FROM: 

SUBJECT: 


OIG/AUD - Lynn W. Burgener 
A/OPR - Richard C. Paul 
IG special Inquiry - IBC 



r have carefully read your draft report on the 
^ International Business Cbimnunications (IBC) and make the 
follbwing observations. I strongly believe that the report 
. underemphasizes the amount of pressure, high level involvement 
and national security emphasis that were used to warrant said 
contract with IBC. The report places the majority of the fault 
with the Contracting Office and not with the Program Office, 
where I believe it should rightfully fall. This is not to say 
that OPR/STP/P is without fault; on the contrary, we have 
recognized our problem areas and have made a herculean effort 
to rectify our procurement weaknesses. My fault with the 
report may be in that area most of all. The recommendations on 
the whole are nothing that OPE and STP have not already been 
working on or are in place. Yet, no mention of that in the 
report. 

I would now like to do a page~by*-page response to your 
report: 

(1) Page 2 - Last Paragraph 

”P.O. s/contracts mismanaged"; This refers to 
improper classification to avoid competition. This point 
confuses the issue. Contracting officers are obligated to rely 
on the judgement of program personnel with regard to the 
classification or sensitivity of matters within the purview of 
the program office.. Only if the contracting officer has reason 
to believe that the program offices' statements are false or 
misleading is the contracting officer obligated to challenge 
such a determination. This, of course, was not the case in the 
IBC matter. The contracting officer had a reasonable basis to 
believe that a requirement from the Secretary's support 
element, S/S-EX, or memos tasking the Department from the 
National Security Council could very well be classified, and 
therefore, in our opinion, acted properly to withhold release 
from the Commerce Business Daily. (FYI: New procedures are 

now in place that require all classified procurements to be 
brought to my attention.) 


1987 
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(2) Page 18 - First Paragraph 

OPR/STP officials "condoned and assisted in the 
commission of unauthorized acts': The Procurement Division 

staff was grossly understaffed during most of this period. 
Nevertheless, when Program Offices provided adequate leadtime, 
documentation suitable for competition and sufficient support 
to identify sources, countless successful competitive 
procurements were completed. In this case, the Program Office 
exploited the situation by entering into unauthorized 
commitments, selecting the source, deciding upon dollar amounts 
and relying upon the contracting officer to correct the 
situation on an urgent and compelling basis to facilitate 
.payment. By using the Office of the Secretary as a 
justification , the contracting officer was placed in a 
position of extreme duress, especially when national security 
issues were cited as a b^Sis for immediate action. The early 
procurements, which even the S/ZG report suggests were 
justifiable, then served as a precedent. The record suggests 
that as the dollar value of the procurement activity increased, 
and therefore became subject to more detailed contracting 
regulations, the contracting office increasingly attempted to 
force the Program Office to comply with the Federal Acquisition 
Regulation. 

^2) Page 32 - Paragraph 1 

* no attempt to seek competition or draft a synopsis 
on the final contract': Clearly, no attempt was made to secure 

competition on a contract which met the criteria for 
ratification, after eleven months of contract performance. To 
suggest that the Program Office would have considered some 
additional firms as technically acceptable would seem to 
indicate their willingness to provide data in direct conflict 
to all previous submissions. There is no reasonable basis to 
suggest tha't the Program Office would have ever considered any 
alternative to IBC. 

There is also no basis to assume that the contracting 
officer would have drafted a proposed synopsis, when the 
program office was invoking national security issues involving 
potential life^-threatening issues. 

(4) Page 32 - Paragraph d. 

Split Requisitions: The S/IG report properly 

indicates that "S/LPD officials were controlling this process 
by splitting their requirements’, but inaccurately indicates 
that all of these contracts/purchase orders were 'continuations 
of previous services', and that 'OPR/STP contracting officials 
did not attempt to stop these S/LPD practices.* 
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Clearly some of the documents support the S/IG findings; 
however, the following should be considered: 

(a) The two early purchase orders to Mr. Gomez were 
awarded by OPR/STP covering work from February through July, 
1984. 


(b) The next order (listed on Pg. 11) was to IBC and was 
awarded by the Foreign Service Institute and was unknown to the 
OPR contracting officials. 

(c) A purchase order was issued to IBC by OPR/STP 

. (Purchasing) covering :wofk done from October through December, 

' 1 - 904 . 


(d) A contract was issued to IBC by OPR/STP (Contracts) 
covering work performed March through September, 1985, 

(e) A purchase order was issued by a previously 
uninvolved purchasing agent to the Institute for North/South 
issues in September of 1985. 

(f) The final contract was awarded by OPR/STP (Contracts) 
to IBC for a one-year period, ending in September of 1986. 

The S/IG Report suggestion that OPR/STP did not challenge 
S/LPD's actions may be based upon the flawed assumption that 
there was sufficient time and organization available for this 
purpose. This was not the case. S/LPD knew what it was doing, 
and as their requirements grew in magnitude, they were 
increasingly challenged for documentation and justifications. 
However to suggest that OPR/STP could have taken the above list 
and fragmented series of events and challenged them is not 
realistic, based upon the organizational structure and time 
factors inyolved. 

(5) Page 37 - Paragragh 1 

Ref: responsibility determination on the 90K 
contract, and the suggestion that later delays on the security 
clearance could have been avoided: The delay in obtaining a 

security clearance on the 276K contract was due solely to the 
absolute failure of company officials and S/LPD officials to 
cooperate with OPR/STP and the Defense Investigative Service. 
Numerous attempts were made to secure the cooperation of the 
parties, but they totally ignored the requests of OPR/STP. In 
fact, all efforts to comply with established security 
procedures were generated by OPR/STP. 
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While additional research could have been performed on the 
90K contract to determine IBC’s responsibility, the Contracting 
Officer relied heavily upon the previous successful performance 
of the contractor on Department of State projects. Such 
reliance is not uncommon, and the contracting officer may have 
pursued the course recommended by S/ZG only if there was some 
reason to believe that a problem existed. 

(6) Page 38 -» Postaward Administration ... Last Para 

..the timeframes are not unusual, as post award 
audits often take months to schedule and complete.: In fact, 

the Procurement Division had involved S/IG eatly on in the case 
of .the contract; by requesting a pre>award audit. This, 

along with the security clearance issue, was the reason that 
negotiations could not commence until August 1986. 

In the fall of 1986, OPR/STP was havily involved in 
the procurment of over 1600 orders for 'recurring services* 

That took precedence over post award matters. These services 
involved a wide range of services crucial to the performance of 
the Department of State mission. It is not uncommon under such 
circumstances to set priorities in favor of new awards, 
especially when all of our rights are preserved in the post 
award audit. 

(7) Page 42 , previously reported problems 

.... In fact, the problems reported in the current review 
have been existont for many years. In response to the 1979 and 
1983 audit reports, OPR/STP attempted to address the concerns 
cited therein. In fact, the A/OPR consultant studies on 
internal* controls and the organization of the Procurement 
Division., conducted by Watson Rice Co. in 1985, were in 
response to the 1983 findings. A separate management study was 
also condifcted by A/OPR during 1985 to analyze staffing and to 
propose a new organization. 

As a result of this effort, a complete overhaul of the 
Procurment Division took place in 1986. Attempts to share the 
many initiatives currently underway in the Procurement Division 
seem to fall on deaf ears of the S/IG represent Ives. They 
chose to focus on the organization and guidance in place at the 
time, but did not review the many corrective actions that have 
already been put into place. For instance, the following 
corrective actions are in place or are well underway: 

(a) Complete realignment to provide management controls 
throughout the Division. 
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Twelve management and supervisory personnel will now monitor 
and direct activities in the Division. This is in contrast to 
the three personnel in place during the period in question. 

Most of the twelve personnel are in place or will be in place 
within the next few months. These personnel are experienced 
contract professionals with the training and background to 
provide the leadership required to prevent a reoccurence of the 
situation which existed during most of the IBC matter. 

(b) A detailed system of written guidance and procedures 
is well underway to establish uniformity and compliance with 
the latest FAR and statutory requirements. This system 
includes a Project Officers' Handbook to provide written 
guidance in standard format to all requiring activities; 
Procurment Division Memoranda providing internal guidance to 
contracting officers; and, a new contract file system with a 
totally overhauled procedure for tabs and indexing. 

(c) A Contract Review Board, comprised of senior Division 
personnel, to review all new contracts and modifications 
exceeding $100,000. 

(d) An extensive emphasis to professional development, 
including the completion or scheduling of 55 courses for 
personnel assigned to the Procurement Division. 

(e) An authorization to hire an additional 26 personnel, 
which has been continuously underway since June 1986. Division 
personnel assigned now include 47 direct hire personnel, with 
17 contract personnel who will be phased out as additional 
direct hires are brought on board. 

(f) The effective application of management techniques. 
The Procurment Divison is currently operating on a well 
thought-out planned system of goals and objectives. Through 
the use of, effective management principles, regular meetings 
are conducted with all supervisory personnel to insure 
compliance with current requirements. Performance is measured 
and monitored through the use of a management information 
system, previously developed but not fully utilized until now, 

(8) Page 50 - Ref; reasonableness of price 

... The incurred cost audit is being performed at 
the request of the Procurement Division. It was S/IG that 
conducted the original audit also, at the request of the 
Procurement Division. OPR/STP is well aware of the safeguards 
and uses the audit tool extensively to insure that costs are 
properly managed. 
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Vouchecs and performance were reviewed by LPD, so if there were 
significant deviations they should have reported them. Their 
consistent failure to observe even the fundamentals of the 
procurement process suggests that even with additional contract 
administration by OPR/STP, proper management of the contract 
would have been difficult. 

(9) Page 63 - Last Paragraph 

... The statement should be attributed to the 
originator, or at least they should indicate that no one from 
OPR/STP ever made such a st^.tement. We were adamant about the 
seg.uritj' issue and never did anything but go by the book. It is 
my understanding that a Department official did make such a 
statement during Congressional staff briefings. 

Page 64 - Ref: responsiveness to the Hill. 

... OPR/STP took the lead in trying to be responsive 
to the Hill. Every initiative to release information came from 
the Procurement Division, including phone calls from the DAS to 
others in the department and outside attempting to get the 
docurments released. Whenever we developed a package for 
release it was always our personnel who walked the hall trying 
to get coordination from L, H, ARA, IWG, etc. The initial 
response to the February 10 meeting was delayed because of a 
misunderstanding that the transcript of that meeting was 
forthcoming, and that this would assist in the preparation of a 
response. At no time did 'any of the offices involved assume 
responsibility for a coordinated response. 

(11) Page 70 ... It should be clear that the OPR/STP 

contracting officer tried to control the 90K contract by 
refusing to extend. Also, the contracting officer did not know 
that an extension would be required, until August 30. For a 
new award, the lead time would be about 180 days under the best ■ 
circumstances. Therefore, it should be clear that the Program 
Office did not communicate with OPR/STP, and did not provide 
information necessary to conclude a successful procurement. 

The fact that they classified the effort further compounded the 
matter. 

(12) Recommendat ions ... Corrective actions have 
already been identified, and in most cases, have been 
implemented, in fact, most actions were taken prior to the 
inquiryxthus, we feel that the recommendations are without 
merit, and only redundant. While A/OPE can codify them and 
provide Department-wide guidance, we have not delayed or waited 
for such guidance to implement corrective actions. 
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The IBC contract issue is really a manifestation of a far 
greater problem. In reality^ the practices of S/LPD — and 
later ARA/LPD — reflect a Department-wide failure to manage 
resources wisely. The Program Office knew the rules about 
competitive and sole-source procurements, enough to know that 
they wanted a sole-source procurement in each separate 
instance. They provided documentation to support every case. 
There is no reason to believe, in retrospect, that they would 
have, upon advise of the contracting officer, changed their 
requirments to go along with competition rules. They knew that 
the contracting officer would be influenced by the fact that 
their technical judgment was persuasive, and that these were 
issues of a Serisitive/classif ied nature involving the National 
Security Council, S/S-EX and perhaps others. None of the facts 
suggest that a grossly overworked Procurement Division would 
have ever really been able to overrule the requirements office 
and direct a competitive procurement without the cooperation of 
the requiring activity. 
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Exhibit E - Memorandum from A/OPE dated June 26, 1987 

United States Department of State 

Assistant Secretary of Slate 
for Administration 

Washington, D. C. 20520 

Office of the Procurement Executive 
Room 227, State Annex Number 6 


June 26, 1987 


MEMORANDUM 


TO; 

THROUGH : 
FROM: 
SUBJECT ; 


OIG/AUD - Mr. Lynn w» Burgenec 


A/OPE ^^'Sxonway^^r^ 


Draft Report - Special Inquiry into the 
Department's Contracts with International 
Communications 


Business 


As requested in your memorandum of June 10, attached are mv 
comments on OIG’s draft report on the Department's contracts 
with International Business Communications (IBC) and its 
principal officers. 

opportunity to comment on the 
report while it is still in draft. Should you have any 

comments, please telephone me 

sS extension 

so that I could coordinate our response with A and A/OPR. 


Attachment: 

As stated 


cc: A - Hr. Donald Bouchard (memo only) 
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A/OPE Comments on OIG’s Draft Report - 
Special Inquiry into the 
Department of State’s Contracts with 
International Business Communications and 
Its Principals 

June 22 , 1987 

The Office of the Inspector General (OIG) , at the request of 
the Secretary, performed a special inquiry into Department of 
State contracts with International Business Communications 
(IBC> and its principal officers. On June 10, OIG provided to 
A/OPE a copy of its draft report, with a request for written 
comments by June 24. This memorandum transmits A/OPE's 
comments on the report, including responses to those 
recommendations directed at A/OPE. 

A/OPE does not take issue with the findings presented in the 
report, except when OIG declines to make any recommendations 
with respect to the need for the latter IBC contracts, after 
having stated that IBC was performing work that S/SPD's 
in~house staff should have been able to perform (page 17) , 

A/OPE disagrees with the OIG statement that such a situation is 
not a matter for recommendations, particularly since that 
determination was identified as a specific objective of the 
inquiry (pages 6 and 7). A/OPE strongly objects to OIG's 
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statement (page 17) that "[a]s long as funds are available, and 
the program manager can obtain those funds, contract resources 
can be increased." Taken at face value, this position could be 
used to justify massive year-end spending. 

Otherwise, A/OPE considers the report to be thorough and fair. 
The report contains 16 recommendations, of which eight (numbers 
2 through 9) are directed to A/OPE; in addition, recommendation 
1 is within A/OPE’ s purview. Prefatory to its responses to 
these recommendations A/OPE offers the following comments for 
OIG’s consideration. 


Introductory Comments 


One main finding of the report is that contracting officials in 
OPR/STP failed to enforce their legal and regulatory 
responsibilities. Because the report covers only one program, 
however, 'it does not address the larger issue of the ability of 
all Department contracting officials to enforce their 
authorities. If contracting officials can be faulted in 
general, it is perhaps for accommodating Department 
unwillingness, including at the upper levels of management, to 


follow the rules and to accept determinations made by those 
contracting officials. Too often when contracting officials 
have attempted to resist improper contracting, they have been 
"steamrolled" by a system that is indifferent to their , 
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and regulatory responsibilities. A positive result from this 
report would be a policy statement, signed by the Secretary, 
acknowledging that Department contracting officials have these 
legal and regulatory responsibilities and the authority to 
execute them (see OIG recommendation 1). 

The report finds that OPR/STP/P contracting officials did not 

perform adequate contract administration. For preaward 

contract administration, A/OPE finds that the problem is not a 

« 

lack of instructions, but a failure to perform. Problems with 
postaward administration, however, result from other 
circumstances. As OIG reports, this problem was reported by 
S/IG in 1979. S/IG supported in writing a request by OPR/STP/P 
for 12 positions, 6 of which would be used to build a contract 
administration function. This request was denied in the review 
process. In 1983, S/IG reported contract administration as 
deficient and again OPR/STP/P *s request for contract 
administration staff was denied in the review process. 


OPR/STP/P has continued to assign some postaward contract 
administration functions to the requirements offices. Under 
these circumstances, coordination is difficult between the 
contract administrators and the contracting officials. This 
does not excuse the lapses identified by OIG; it only attempts 
to clarify the historical aspects. A/OPE will work with 
Department contracting activities in both file doctimpn«-a^< -- 
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and procedures to strengthen the areas of contract 
administration, to include critiques of files (see OIG 
recommendations 5 and 6). 

If Department contracting officials are regarded as "ordering 
clerks," it is because that is the way the Department wants 
it. For example, to ensure proper acquisition planning, which 
is covered in the report, contracting officials should 
participate in the budget process for each Department office 
that requests the acquisition of supplies or services, as it is 
at that point that acquisition strategies should begin (see OIG 
recommendation 7). This does not happen now, both by lack of 
consideration for procurement planning in the budget process 
and, heretofore, a lack of procurement personnel for that 
purpose. 


The concept of acquisition planning is a practice that roust be 
accepted ‘as a Department philosophy. A/OPE has stated 
government-wide policy to all requirements offices and 


OPR/STP/P has attempted to enforce it, but the plain facts are 
that if a requirements office procrastinates long enough and 
time becomes of essence, the pressures on OPR/STP/P are 
insurmountable. The argument then is either project 
impairment, loss of one year funds, or both. OPR/STP/P 
contracting officials become the "bad guys" who make 
-impossible demands- for cojfo^ 
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regulations . 

If the recommendations in the report are to have any 
long-lasting impact, then top management, beginning with the 
Secretary, must throw their full support behind them. If not, 
the problems, will not be resolved. For example, the Department 
of Energy had already established and staffed an independent 
procurement policy office when Executive Order 12352 "Federal 
procurement reforms" (attachment A), was signed on March 17, 
1982, so it quickly implemented these new initiatives. When 
the Competition in Contracting Act became effective on April 1, 
1985, the procurement policy staff developed a series of 
policies and procedures for implementing it, including a 
memorandum, signed by the Secretary of Energy and distributed 
agency-wide, on competition in contracting (see OIG 
recommendation 2). This occurred at about the same time the 
Department was just beginning to establish a procurement policy 
office. ‘ 


The creation of the Office of the Procurement Executive 
exemplifies the Department’s disinterest in its 
responsibilities for managing a procurement system and/or its 
unwillingness to provide the resources necessary to ensure that 

proper acquisition policies and procedures are established and 
enforced. 
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A and A/OPR formally requested a budget and staff resources for 
A/OPE in Fiscal Years 1984, 1985, 1986, and 1987. The 
Department denied each request with the suggestion that A 
reprogram out of existing resources. Concurrent with these 
events, A had to respond on an emergency basis to the demands 
imposed by the $360 million security supplemental appropriation 
and the succeeding establishment of the Bureau of Diplomatic 
Security. 


A/OPE was established as a separate office on January 28, 1985, 
with no personnel allocations. The Chief, OPR/STP/P, was 
designated Acting Procurement Executive, concurrent with 
OPR/STP/P duties, but with no formal personnel action. After a 
meeting with 0KB and the Office of Federal Procurement Policy 
(OFPP) on June 17, 1985, concerning the Department’s 
noncompliance with Executive Order 12352, the position of 
Procurement Executive was divorced from OPR/STP/P. The formal 
personnel action was dated October 27, 1985, for a 90 day 
detail not to exceed February 23, 1986. One staff position was 
also detailed to the Procurement Executive, though an official 
personnel action was not processed. 


In FY 1986, A/OPR transferred 4 positions to A/OPE and A/EX 
provided a "float" position for secretarial support — a total of 
5 positions out of the 12 requested for A/OPE (attachment B) . 


Dec,assifiedl'pa"sal\d"ccTA^p“ 
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subject to trenster b,cK to A/OPR. This record speaks for 

Itself; apparently, only A and a/opr recognised the 

Department's responsibilities for manaoinn 

anaging its procurement 

system and were willing to ask for, and after the usual 

aenials. allocate their own resources toward that end 
(attachment C) . 


Dntil A/OPE-S creation in 1985 which . 

resisted for several years °‘P«tment officers 

no staff f • ” unnecessary, the Department had 

0 staff office responsible solely tot manaoino i* 

system. One result was the th ' Procurement 

was the three-year delay in completing the 

cicea in the report nrn — , 

isee OIG recommendation 8). The 

Procurement Executive 1 * hh- « 

assioned Pepsrtment • , principal officer 

assigned responsibility foy <«-- 

oiiity for its procurement policies 

regulations, and procedures. Th« p 

deleaat-- r Procurement Executive's * 

delegation of authority w^k . 

Y as signed on April 18 isnc >» . , 

Assistant Secretary for an . , ^ 

y or Administration and published on x 

<-achment D,. The Procurement Executiv.-s . ter 

«.ipns Significant responsibilities over u domestic ."d 

approximately 250 overseas contracting activities E • 

Staff Of 10 nrnf^xm, • ctivities. Even with a 
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S fiSPOnses to ^ 


sms. 


The oepart^ent ,A, ehouU t,he eppropriate 

act.one to i.pXe^ent Oeparta.ent policies to ensure that propta™ 

Offices, including S-S/EX, ARA/EX, and ARa/LPD 

frnm ARA/LPD, are prohibited 

.• *»»etion. assipne. to the 

conttactin, o«icets h, the Pe.etal hcpuisition Population 

«.over, this polic shoul. presctih. Piscipiin„, actio Tin 

;;r - =o™.u .e 

conun T*"t c°"tracts without the authority to make 'such 

conunitraents . 


SfiSEiUiafi. A/OPE accepts this recoan,endation The D. ^ 

ot State Acquisition Repulatlon (dosar se 

wiU estahlish the Depattn«nf,. ha. ««-«««ion S>. 

respect to th Public policies with 

o^Tai; ;; theT~^ > 

P0X*cies'.ili requite new tea sTIrTheTr"™"""”" 

-ch A.OPE intends to hepin this tiscal TT A^rTiTT ' 

ensu«*"uuTp!rT'°t to 

y .t.te.ent should he prepared tor the Under Secretarys 
gna ure. The statement should acknowledge that 
P .nt contractinp otticials have these lepal a: 

oty tesponsihilities and the authority to eaecute the. 
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Regarding disciplinary action against program officials 
usurping contracting officer authority, A/OPE believes that 
such a policy should be established, but only in broad terms; 
like the ratification action itself, any disciplinary action 
must be considered on a case-by-case basis. Depending on the 
specificity ef the policy, the review and concurrence of M, and 
M/PER, and possibly the employee unions, may be required. 

In 1984, the Procurement Executive issued a memorandum on 
ratifications to all executive directors and administrative 
officers (attachment E) . Ratification also was mentioned in a 
1986 memorandum on recurring services contracts, issued from 
the Deputy Assistant Secretary for Operations to all executive 
directors and administrative officers (attachment F) . 

Recommenda-tion 2. The Department (A/OPE) should issue 
instructions to the OPR/STP contracting Officials to reaffirm 
their responsibilities to adhere to the competition 
requirements in the Federal Acquisition Regulation. If deemed 
appropriate by OPE, these instructions may be provided to other 
contracting officials in the Department. 

Ra cgiwnendat i on 3 « The Department (A/OPE) should issue 
instructions to the OPR/STP contracting officials to stress 
theif responsibilities to adhere to the requirements for 
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publicizing proposed acquisitions in the Commerce Business 
Daily as required by Part 5 of the Federal Acquisition 
Regulation. If deemed appropriate by OPE, these instructions 
may be provided to other contracting officials in the 
Department . 

Recommendation 4 . The Department (A/OPE) should issue 
instructions to the OPR/STP contracting officials to stress 
their responsibilities to adhere to the small purchasing 
procedures in Part 13 of the Federal Acquisition Regulation. 
Specific instructions should be given to OPR/STP officials to 
detect and eliminate split requirements proposed by program 
officials. 


Recommendation 5. The Department (A/OPE) should issue 
instructions to the OPR/STP contracting officials to define the 
preaward and postaward contract administration functions they 
are to perform. Moreover^ OPE should conduct a random review 
of OPR/STP contracts during early FY 1988 to determine if the 
instructions are being followed by the OPR/STP contracting 
officials . 


Rsggmmendatlpn g. The Department (A/OPE) should issue 
instructions on the use of contract audit services for both 


preaward and postaward contract actions. Moreover, OPE should 

conduct a random review of OPR/STP contracts in i 
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co aetermine 




Aiiacruccions 


OPR/STP contracting officials 


w * w 


roi lowed by 




A/OPE does not accent th« k • 

accept the basic premise for 

recommendations 2 through 6. a/OPE 

IS responsible for 

e= „ocu«™e„t poUcle, 

not e . 

procedures. That ia » ^ 

el,n.,„t. i -»pcn.lbllity o* th. op.r.tlon.1 

- th. ^ 

contr.ctin, .etl»itl„. j„ ' 

OPR/STP/P supervisor, .re «"«aur.tion, 

P«vrsors ,re responsible tor ensurin, th.t its 


or exempie, in 1984, the Chief, opr/stp/p < 
to the OPR/STP/P st.f£ issued instruction, 

stiff on smell purchase procedures and 
contract administrstlon (attachments G and H) Th 

Chief, OPR/STP/p, issue, -D =“”ent 

Which aoai , M'-ision Memoranda, - 

asain instruct OPR/stp/p personnel • 

procedures (attachment I). » operational 




V.W tnat activity. 
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A/OPE accepts recommendations 5 and 6 that A/OPE conduct random 
reviews of OPR/STP/P contracts in early FY 1988 to determine 
whether OPR/STP/p contracting officials are following their 
instructions. However, A/OPE notes that, at least for 
OPR/STP/P contract actions, postaward contract administration 
currently is usually delegated tQ the requirements offices. 
A/OPE will work with Department contracting activities in both 
file documentation and procedures to strengthen the areas of 
contract administration, to include critiques of files. 


Regarding the compliance review function, A/OPE presently is 
constrained in that it has approximately one full time 
equivalent position available for the review (both preaward and 
postaward) of contracts issued by all eleven domestic 
Department contracting activities. A/OPE 's review function 
initially concentrated on OPR/stp/p, and involved all 
acquisitions over $100,000. To extend this review function to 
other Department contracting activities, A/OPE had to raise to 
$500,000 the level of review for OPR/STP actions. 


BL ecommendation 7. The Department (A/OPE in coordination with M 
and A) should take the actions necessary to implement an 
effective acquisition planning program within the Department as 
required by Part 7 of the Federal Acquisition Regulation. 
Moreover, OPE should review the results of the planning system 

in early FY 1988 to determine if 
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results. 

gram per se is necessary. Acquisition planning, as 

previously .y o«b.oppp pouoy letter, tee „ot teen tuily 

implemented by the Department. To iUuatr,. 

o Illustrate, over the last 

ever, ^ 

m ml d " ‘> - • — er ot 

memoranda on year-end apendln, (attachment. „ throuoh o> ! 

"ethod ha. had only limited reault. 1„ . 

results in terms of meeting the 
requirements of FAR Part 7. 9 e 


A. Intended by the PAS, a/ope believe, that . 

.cqul.ition plannln, proce.. cont t< *" 

P«t-iP.te in the let prlla LT;"?"""" 

-t require, the ac,ui.ition ot .uppiie: olM;; 

Pha.eT‘; ‘»ree major 

■ ■' mark-up, and approval- in th 

sition planning effective, however, will • 
the full sunn/M-i. c win require 

support Of senior management. 

From a management perspecfciv« 

should inrina,.. .w__. ' ®^'3“^sition planning process 
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and review. Because the roles and responsibilities o£ 
contracting officials in the Department's budget process have 
not been established by policy or implemented procedurally, 
A/OPE believes it will not be feasible to review acquisitions 
in early FY 1988 to determine whether acquisition planning is 
effective. 

As an interim measure, A/OPE has drafted a policy directive 
that will deny a procurement action, other than for reasons of 
unusual and compelling urgency, to proceed without an approved 
acquisition plan included with the purchase request from the 
requirements office. This is an interim measure in that it 
concerns only acquisition planning for the approved budget. 
This may cause some requests to fail and/or the lapse of some 
one year money, but the larger objective will be met. 

Recommendation 6t The Department (A/OPE) should complete the 
actions necessary to finalise the Department of State 
Acquisition Regulations as expeditiously as possible. 


SfiS POnse. A/OPE accepts the recommendation. The Department of 
State Acquisition Regulation (DOSAR) was published as a 


proposed rule in the May 28, 1987, edition in the Federal 
Rfi . qiste . C (52 FR 19990>. The period for submission of comments 
closes on June 29, 1987, After reviewing those comments, A/OPE 

will publish the DOSAR a* o* ,*acoVni9/n4/23 • CIA-RDP93B00385R000300090001-1 
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.e=0.e elective, civen the process tor repul.tor. rule 

projects th.t tMs should occur h. ute .u:. or 
early August of this year. 


The oepert^ent (a,ope) ehoul. review the 
Fcrerpn Service Institute (h^psi,. 

neec, to he eo.ltle. to precluae the use ot the Peplstrsfs 
authority to Issue tr.lnln, orders tor persons outside the 
Dep.rtn.ent usln, tunds that .re not ^Fsi tunds. 

AXCPE accept, the reco^nendatlon. since a^ope has 
ye reviewed the specific authority cited in the 

~atlon. A.CPE cannot determine at this tlee whether the 
authority need, to be moditled. 
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Concludinq Comments 

A procurement system comprises personnel, management, and 
organization elements. Unfortunately, the report addressed 
only the first two. Department contracting officials soon 
recognize; that while personnel an.d management inadequacies are 
real, the more intransigent problem is the Department's 
organizational mindset. Contracting officials know what 
happens when they try to enforce the regulations — their 
decisions are circumvented. This is not to denigrate the 
findings contained in the report, but to stress that the 
recommendations are not sufficient as they are directed at 
contracting officials without mentioning the role and 
responsibility of senior management to ensure that those 
officials have the authority commensurate with their 
responsibilities . 

Contracting is a dynamic service function that works properly 
only when it is based on cooperation within the Department. 

Too often it has been allowed to degenerate into an adversary 
relationship between the programmatic and contracting 
officials. Contracting officials genuinely want to help the 
programmatic officials accomplish their missions, but the 
system seems to be stacked against them. If any proof is 
needed, just remember that the fourth quarter is rapidly 

approaching; let's see how the Department reacts tn th« 
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enforcement of the re,ul,tlone by contract • 

oy contracting officials. 

A/OPE’s acceptance of the reoorf« 

i . ^®commendations and its 

intentions to initiate actions as sta..,, 

light Of its ^ ^ considered in 

assigned • n relative to the responsibilities 

■ ■ ’ * xn Delegation of Authority No. 120-3 De.nlt 
numerous requests by a rm,n »Pite 

Which reflects . persistent l^" 

to the msgnltude of these resr'T''^**'''^ ^ 

cnese responsibilities. 


Attachments: 


As stated 
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Comptroller General 
of the United States 

Washington, O.C. 20948 



B-229069 

September 30» 1987 

The Honorable Jack Brooks 
Chairman, Committee on 
Government Operations 
House of Representatives 

The Honorable Dante B. Fascell 
Chairman, Committee on . 

Foreign Affairs 
House of Representatives 

Dear Mr. Chairmen; 

This responds to your joint letter of March 31, 1987, 
requesting this Office to conduct an investigation and 
render a legal opinion on the legality and propriety of 
certain activities of the Office for Public Diplomacy for 
Latin America and the Caribbean (S/LPD) of the Department of 
State. Subsequent discussion with your staff limited the 
scope of the legal opinion to the issues of alleged lobbying 
and the development and dissemination of propaganda from 
1984 to the present. 

We conducted a review to develop the facts regarding the 
lobbying and propaganda issues, which consisted of inter- 
views of knowledgeable individuals and a search of the 
S/LPO files. As a result of our review, we conclude that 
S/LPD’.s activities involving the preparation and dissemina- 
tion of certain types of information violated a restriction 
on the use of appropriated funds for publicity or propaganda 
purposes not authorized by the Congress. We do not believe, 
however, that available evidence will support a conclusion 
that the applicable antilobbying statute has been violated. 
We are presently continuing a review of certain other S/LPD 
activities, and will keep you informed of our progress on a 
periodic basis. 

THE PROPAGANDA ISSUE 


According to Ambassador Otto J, Reich, who directed S/LPD 
from 1983 until 1986, the Office of Public Diplomacy for 
Latin America and the Caribbean was established within the 
Office of the Secretary of State in 1983 to engage in a 
campaign to influence the public and the Congress to support 
increased funding for the Administration’s Central American 
policy. In pursuit of its public diplomacy mission, S/LPD 
used its own staff, and let a number of contracts with 
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outside writers^ for articles, editorials and op-ed pieces 
in support of the Administration's position. Generally, 
S/LPO employed direct and overt methods in using the media 
to favorably influence the public to support the Administra- 
tion's Central American Policy. However, information 
developed during the course of our investigation demon- 
strates that, on occasion, S/LPD also arranged for the 
publication of articles which purportedly had been prepared 
by, and reflected the views of, persons not associated with 
the government but which, in fact, had been prepared at the 
request of government officials and partially or wholly paid 
for with government funds. 

For example, S/LPD arranged for a university professor, who 
w,as also paid as a consultant to S/LPO, to write a news- 
paper article in support of the Adrainistrati'ori’ s Central 
America policy without alerting readers or, apparently, the 
newspaper that the government was involved. S/LPD described 
this technique in a. March 12, 1985, internal memorandum to 
another Department of State office. Attached to that 
memorandum was an op-ed article entitled "Nicaragua is 
Armed for Trouble," which was ostensibly written exclusively 
by Prof essor -John Guilmartin of Rice University, and 
published in the March 11, 1985 issue of the Wall Street 
Journal . The memorandum states that "Professor Guilmartin, 
who is a consultant to our office, and the Public Diplomacy 
staff worked extensively on this piece." However, the 
published article lists the author solely as John F. 
Guilmartin, Jr. and describes him as follows: 

"Mr. Guilmartin is adjunct professor of history at 
Rice University in Houston. He was formerly a 
lieutenant colonel in the U.S. Air Force and 
editor of the Air University Review." 

• 

The Guilmartin article was one of five "white propaganda" 
operations described in a March 13, 1985, memorandum from 
S/LPD to the Assistant to the President and Director of 
Communications. The memorandum stated the following about 
the article: 

"Attached is a copy of an op-ed piece that ran two days 
ago in The Wall Street Journal . Professor Guilmartin 
has been a consultant to our office and collaborated 
with our staff in the writing of this piece. It is 
devastating in its analysis of the Nicaraguan arms 
build-up. Officially, this office had no role in its 
preparation." 
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The memorandum also described as follows the use of • 
consultants to write op-ed pieces for Nicaraguan opposition 
leaders: 

"Two op-ed pieces, one for The Washington Post and 
one for The New York Times , are being prepared for 
the signatures o£ opposition leaders Alphonso 
Rubello, Adolpho Callero and Arturo Cruz. These 
two op-ed pieces are being prepared by one of our 
consultants and will serve as a reply to the 
outrageous op-ed piece by Daniel Ortega in today's 
New York Times . " 

A third item in the memorandum describes the use of a 
"cut-out" to arrange visits to various news media by a 
Nicaraguan opposition leader. Although the term is not 
defined, it appears to reflect an intention to hide the fact 
that the opposition leader's visits were being arranged by 
the government. The closing paragraph of the memorandum 
explains that S/LPD will not communicate its activities on a 
regular basis to the Director of Communications in part 
because "the work of our operation is ensured by our 
office's keeping a low profile." 

The memorandum, which is enclosed with this opinion, we^s 
initially classified by the Department of State as "Confi- 
dential," Following our request, it was declassified by the 
Department on September 10, 1987, Three other documents 
similarly were declassified following our request. 

The use of appropriated funds by the Department of State for 
certain types of publicity and propaganda is prohibited. 
Section 501 of the Departments of Commerce, Justice and 
State, the Judiciary, and Related Agencies Appropriations 
Act, 1985, Pub. L. No. 98-411, August 30, 1984, 98 Stat. 
1545, which provided fiscal year 1985 funding for the 
Department of State, reads as follows: 

"Sec. 501. No part of any appropriation contained 
in this Act shall be used for publicity or 
propaganda purposes not authorized by the 
Congress. " 

The legislative history of section 501 is silent as to the 
intended effect of the restriction. See H.R. Rep. No. 197, 
99th Cong. 1st Sess. 90 (1985). This Office has had 
numerous occasions in the past to interpret language similar 
to section 501. We have held that such a provision 
prohibits the use of federal funds for two distinct types of 
publicity and propaganda activities. 
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First, it prohibits "self-aggrandizement" activities on the 
part of a federal agency, which have been described'by our 
Office as publicity activities of a nature tending to 
emphasize the importance of the agency or activity in 
question. 31 Comp. Gen. 311, 313 (1952), B-212069, 

October 6, 1983. Self-aggrandizement is not an issue in 
the present situation. 

Second, we have construed the language of section SOI as 
prohibiting covert propaganda activities of an agency, which 
is the issue involved in the situations described above. 

In our decision B-223098, October 10, 1986, we held that 
editorials in support of a proposed reorganization of the 
Small Business Administration (SBA) prepared by SBA for 
publication as the .ostensible editorial position of 
newspapers to which the editorials were submitted, were 
misleading as to their origin and reasonably constituted 
"propaganda" within the co.ramon understanding of that term. 

We conclude that the described activities are beyond the 
range of acceptable agency public information activities 
because the articles prepared in whole or part by S/LPD 
staff as the ostensible position of persons not associated 
with the government and the media visits arranged by S/LPO 
were misleading as to their origin and reasonably 
constituted "propaganda" within the common understanding of 
that term. Therefore, under the rationale enunciated in 
B-223098, supra , these activities violated the "publicity 
and propaganda" prohibitation of section 501. 

We have been unable to estimate the amount of effort and 
funds expended on covert propaganda operations. Materials 
contained in S/LPD files indicate that covert propaganda 
operations were conducted on several other occasions and 
were not separated from routine legitimate activities. In 
view of the difficulty in determining the exact amount 
expended illegally, as well as the identity of any partic- 
ular voucher involved, we conclude that it would not be 
appropriate in these circumstances to attempt recovery of 
the funds improperly expended. We recommend that the 
Department of State take action to insure that violations of 
appropriations restrictions contained in section 501 do not 
occur in the future. 

THE LOBBYING ISSUE 

The S/LPD staff carried on many activities designed to 
influence the public and the Congress to support the 
Administration's Central American policy, in keeping with 
the purpose for which S/LPD was established. 

Ambassador Reich gave a briefing to the Secretary of State 
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in which he explained that S/LPD's objective in attempting 
to influence Congress was; 

"To gain sufficient bipartisan support in Congress 
to permit approval of increased assistance, 
economic and military, to Central America and to 
preclude crippling restrictions on actions in 
support of U.S. policy objectives in the region." 

Sometime in 1983, S/LPD developed a close working relation- 
ship with a public interest group entitled "Citizens for 
America" (CPA). CPA is a nationwide grass roots organiza- 
tion engaged in lobbying and fund raising activities on 
behalf of Nicaraguan Contra causes. CPA has its head- 
quarb^r.3 i-n Washington, O.C. and is organized into regions 
and local district committees throughout the country^ which 
are staffed with volunteer workers. Volunteers receive 
periodic instructions from CPA's Washington headquarters, 
when legislative action is scheduled in the Congress, to 
call and write members of Congress, to write letters- to-the- 
editor and op-ed pieces, and call in and appear on radio 
talk shows in support of the Administration's policy on 
Central America. 

On March 4, 1984, the Chairman of CPA wrote the Secretary of 
State informing him of the details of his grass roots 
lobbying effort in support of the Administration's policy. 
Ambassador Reich, then head of S/LPD, prepared a draft 
response letter to the Chairman for the Secretary to sign. 

In the transmittal memo. Ambassador Reich described the 
close working relationship between CPA and S/LPO as follows: 

"Citizens for America has been carrying out a 
public education campaign on Central America. 

"Our office has a very good working relationship 
with Citizens for America and has provided CPA 
with a great deal of information. 

"A word of encouragement and appreciation from you 
would go a long way toward letting CPA know we 
recognize and value their efforts." 

Again on July 3, 1984, the CPA Chairman wrote the Secretary 
of State making the following request; 

"We hope you will be able to contribute a one-page 
letter to our 'action kit' voicing your support 
for this vital aid and your feeling that Congress 
must address the issue this summer. 
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"This request is urgent. Your contribution will 
mean more op-ed pieces, letters to the editor,' 
calls to Congressmen, and radio and television 
interviews — the elements of grass-roots support 
so vital for effective pplitical action. 

"ThanXs so much for your help. Anne Barton will 
be in touch with a member of your staff today to 
provide any details you might need." 

Ambassador Reich prepared a draft response letter for the 
Secretary of State to sign. The draft letter was not used. 
Instead, the Office of the Secretary sent Ambassador Reich 
an extract from a statement by Secretary Shultz before the 
_Sub commit tee of For-^ign Operations of the House Appropria- 
tions' Committee on March 16, 1983, and instructed him to 
reply to the CFA Chairman. We could not locate a copy of 
Ambassador Reich's reply to CFA. 

The annual Departments of Commerce, Justice, and State, the 
Judiciary, and Related Agencies Appropriations under 

which the Department of State receives its appropriations, 
does not contain a restriction on the use of such funds for 
lobbying. The only antilobbying legislation relevant to 
these circumstances is 18 U.S.C. S 1913, which reads in part 
as follows: 

"No part of the money appropriated by any 
enactment of Congress shall, in the absence of 
express authorization by Congress, be used 
directly or indirectly to pay for any personal 
service, advertisement, telegram, telephone, 
letter, printed or written matter, or other 
device, intended or designed to influence in any 
manner a Member of Congress, whether before or 
after the introduction of any bill or resolution 
proposing such legislation or appropriation; but 
this shall not prevent officers or employees of 
the United States or of its departments or 
agencies from communicating to Members of Congress 
on the request of any Member or to Congress, 
through the proper official channels, requests for 
legislation or appropriations which they deem 
necessary for the efficient conduct of the public 
business." 

Section 1913 further provides for penalties of a fine, 
imprisonment, and removal from federal service. 


1/ See, e.q .. Pub. L. No. 98-411, August 30, 1984, 

98 Stat. 1545. ' 
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Because 18 U.S.C. S 1913 provides for criminal penalties, 
its interpretation and enforcement is the responsibility of 
the Department of Justice. This Office may, however, refer 
appropriate cases of apparent violations of 18 U.S.C. S 1913 
to the Justice Department for prosecution. See , e.g. , 
B-212235(l), November 17, 1983 (Commerce Department 
publication favoring revision of Export Administration Act 
referred to Justice). To our knowledge, there has never 
been a prosecution under this statute. B*217896, July 25, 
1985. In addition, only a few court decisions have cited 
the statute and generally they have not dealt with the 
question of a violation, but have been concerned with 
peripheral issues^ See , e.g. , National Association for 
' Community" D'evelopment v. Hoag son , 356 F. Supp. 1399 (D.D.C. 

1973)? American Public Gas Association v. Federal Energy 
Administration, 408 F. Supp. 640 (D.D.C. 19'^6). See 
6-2 IT4 5 ff," October 24, 1984. 

The Department of Justice interprets 18 U.S.C. S 1913 to 
apply only when funds are spent in a grass roots lobbying 
effort, where an attempt is made to induce members of the 
public to contact their representatives in Congress to 
persuade them to either support or oppose pending legisla- 
tion. B-216239, January 22, 1985; 63 Comp. Gen. 624, 

625-226 (1984). 

We note that 18 U.S.C. S 1913 prohibits the use of 
appropriated funds for printed or written matter intended or 
designed to influence legislation pending before the 
Congress. If S/LPD expended any appropriated funds to 
develop the information provided to CFA, such expenditure 
might constitute a violation of 18 U.S.C. S 1913. On the 
other hand, if the information provided CFA was readily 
available within the Department of State, the expenditure of 
funds would not have been necessary, and the statute would 
not have been violated. See B-129874, September 11, 1978. 

We have not found any evidence indicating that S/LPD 
expended appropriated funds for such information. The only 
document found during our investigation that was given to 
CFA by S/LPD was a copy of testimony presented by the 
Secretary of State at a congressional hearing and was 
readily available. Accordingly, we found no evidence that 
would lead us to conclude that S/LPD violated 18 U.S.C. 

5 1913 in its relationship with CFA. 

SUMMARY AND CONCLUSIONS 

S/LPD engaged in prohibited, covert propaganda activities 
designed to influence the media and the public to support 
the Administration's Latin American policies. The use of 
appropriated funds for these activities constitutes a 
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violation of a restriction on the State Department annual 
appropriations prohibiting the use of federal funds -for 
publicity or propaganda purposes not authorized by the 
Congress, 

S/LPD also developed a close mutually supportive relation- 
ship with CFA» a nationwide grass roots organization 
engaged in lobbying and fund raising activities on behalf of 
Kicaraguan Contra causes. S/LPO acknowledges giving CFA a 
great deal of information. However, we have not found any 
evidence that S/LPO officials violated the applicable 
antilobbying statute. 

Unless you. publicly announce its contents earlier, we plan 
no further distribution until 30 days from the date of -this 
opinion. At that time, we will send copies to interested 
parties and make copies available to others on request. 

Sincerely yours. 


Comptroller General 
of the United States 

Enclosure 
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Five Illustrative examples ot the Reich 'White 
Propaganda' operation: 

• Attached is a copy of an op>ed piece that ran two 
days ago in The Wall Street Journal . Professor 
Guilnartin has been a consultant to our office and 
collaborated with our staff in the writing of this 
place. It is devastating in its analysis of the 
Nicaraguan arcs build-up. Officially, this office 
had no cole in its preparation. 

• In case you missed last night's NBC News with Tom 
Brohaw," you might ash WHCA to call up the Peed 
Francis story on the 'Contras.' This piece was 
prepared by Francis after he consulted two of our 
contractors who recently had made a clandestine trip 
to the freedom fighter camp along the Nicaragua/ 
Bonducas border (the purpose of this trip was to 
serve as a pre-advance for many selected journalists 
to visit the area and get a true flavor of what the 
freedom fighters are doing; i.e., not baby killing). 
Although I wasn't wild about the tag line, it was a 
positive piece. 

e Two op-ed pieces, one for The Washington Post and one 
for The New York Times # are being prepared for the 
signatures of opposition leaders Alphonso Rubello,']' 
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Adolpho Call«ro aod Artuco Cru7. Th««« two 
pl«c*s ar« b4ilB9 pctp4rcd by oa« oC our coo«ultants 
and will aacva as a raply to tbo outrageous op-«d 
place by Oaaiel Ortega io today's New lors Tlses . 

• Tbrouqh a cut«out» we are bavln9 the opposlttoo - 
leader Alphonso tubello visit the following revs 
organisations while he is in Vasbington tbiw week: 
Bear St Newspapers, Newsweek Haoasine . Scripps Howard 
Newspapers. The Washington Post (Editorial Beard), 
and OSA Today . In aoditxon, the' CNN *;reeoan 
Report,* the •HcNeil-Lehrer Report,* the 'Today show* 
and CBS Morning News have been contacted about the 
availability of Mr. Rubello. 

e Attached is a copy of a cable that we received today 
froD Managua. The cable states that Congressman 
Lagomarsino took up Daniel Ortega's offer to visit 
any place in Nicaragua, you may rememser that Ortega 
received a good deal of publicity on his 'peace* 
proposal when he stated that he welcomed visits by 
Members of Congress, stating that they would be free 
to go anywhere they wished, as the caole notes, the 
Congreman's request to vis^it an airfield was denied. 
Do not be surprised if this cable somehow hits the 
evening news. 

I will not attempt in the future to keep you posted 
on all activities since we have too many bails in the air 
at any one time and since the work of our operation is 
ensured by our office's keeping a low *5rofile. > I merely* 
wanted to give you a flavor of some of" the activites that 
hit our office on any one day and ask that, as you 
formulate ideas and plans of attack, you give us a 
heads-up since our office has been crafted to handle the 
concerns that you have in getting the President's program 
for the freedom fighters enacted. 


Attachments : 

1. Op-ed piece by Professor Guilmactin. 

2. 85 Managua 1523, 

dpM.-4l5E^ ^ 
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GAO 


United StftUa General Accounting Offlce 
Report to: Congressional Requesters 


October 1987 CONTRACTING 


State's Administration of Certain Public Diplomacy 
Contracts 
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GAO 


I'ntted States 

General Accuuntlng Office 

Washington, D.C. 20548 


National Security and 
International Affairs Division 


B-229069 


October 30, 1987 

The Honorable Jack Brooks 
Chairman, Committee on 
Government Operations 
House of Representatives 

The Honorable Dante B. Fascell 
Chairman, Committee on 
Foreign Affairs 
House of Representatives 

In response to your request dated March 31, 1987, this 
report provides the results of our assessment of 
contracting activities at the Department of State's Office 
of Public Diplomacy for Latin America and the Caribbean 
(LPD). 

LPD was established at the Department of State in mid-1983 
by a White House decision memorandum for the Special 
Planning Group. ^ LPD is an "interagency office" and has 
been staffed by personnel from the military services, the 
U.S. Information Agency, the Agency for International 
Development, and other offices within the Department of 
State, The office has regularly interacted with other 
government offices, including the National Security 
Council . 

LPD's. stated goal is to promote a better understanding of 
U.S. policy toward Latin America and the Caribbean, its 
activities have been directed at educating, informing, and 
influencing foreign and domestic audiences on the 
administration's foreign policy objectives in Latin 


The Special '’lanning Group, under the National Security 
Council, was ostablished by a National Security Decision 
Directive in January 1983. The group was tasked with the 
overall planning, direction, coordination, and monitoring 
of the implementation of public diplomacy activities, 
relative to national security. 
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America. The former Coordinator^ of the office described 
the public diplomacy objective towards Congress as one 
directed "to gain sufficient bipartisan support in Congress 
to permit approval of increased assistance, economic and 
military, to Central America and to preclude crippling 
restrictions on actions in support of US policy objectives 
in the region," 

In carrying out its objectives, LPD contracted with 
numerous individuals and several companies, mostly for 
written products. We found that, in doing so, LPD 
generally did not follow federal regulations governing 
contractual procedures. Specifically: 

-- The justifications to support the exclusive use of 
sole-source contracting by LPD were inadequate, 

— Various other procurement requirements were not adhered 
to in awarding contracts, such as encouraging 
competition, obtaining required contract officer 
approvals before engaging contractors, and, in one 
case, abiding by limitations on the salary paid to a 
retired military officer. 

— Many products were different from those contracted for 
with no evidence that agreement was reached on changes 
to contract specifications. 

In our evaluation of LPD’s use oi contractors, we reviewed 
25 contracts entered into since the office was established 
and valued at approximately $263,000. All were for 
professional services. Most of the contracts were for 
written products dealing with conditions and U.S. policy in 
Latin America. However, few of the contractor's products 
were directly incorporated into LPD publications. 

Mo similar contracts have been initiated by LPD since 
February 1986. In March 1986, LPD was transferred from 
the Office of the Secretary of State to State's Bureau for 
Inter-American Affairs and a new Coordinator was appointed. 

The only LPD professional service contracts we did not 
review were those under separate investigation by the 
Congress and the Department of State's Office of the 
Inspector General. These separate investigations inclu'^' 
contracts awarded to International Busi.ness Communica ti on ■ , 


^The person directing LPD's efforts is designated as 
Coordinator to reflect the interagency character of the 
office. Since its establishment, LPD has had two 
Coordinators. 
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Inc., the Institute for Worth-South Issues, and to Kr. 
Prank Gomez. 

Details of our review are provided in appendix I. We 
discussed the facts and circumstances surrounding the 25 
contracts we examined with the current and the former 
Coordinators of LPD and have included their comments as 
appropriate. The current Coordinator said that, because 
the contracts reviewed covered the period prior to his • 
appointment, he was not able to offer substantive comments. 
The former Coordinator said that he was generally 
unfamiliar with the details related to the office's 
.contracting procedures^.. Instead he relied on his staff as 
well as State's procurement office to ensure that federal 
regulations were adhered to. As requested, we did not 
obtain written comments. 

Unless you publicly announce its contents earlier, we plan 
no further distribution of this report until 30 days from 
its date. At that time, we will send copies to the 
Department of State, the Office of Management and Budget, 
and other interested parties. 


Frank C. Conahan 

Assistant Comptroller General 
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LPD'S CONTRACTING PRACTICES 
DID NOT COMPLY WITH FEDERAL REQUIREMENTS 

The Office of Public Diplomacy for Latin America and the Caribbean 
(LPD) was established in June 1983 by a White House decision 
memorandum. Its creation reflected the President's concern that 
efforts be made to deepen the understanding of and support for the 
administration's policies in Central America. The efforts were 
intended to be focused on foreign, as well as domestic/ audiences. 
The purpose of LPD activities was to inform, educate, and influence 
the public on U.S, foreign policy issues in the region. 

Until February 19,86,, ,LPD awarded many professional- service 
contracts i and relied heavily on them to carry out its mission. 

0.ur review of those contracting activities showed that government 
regulations for contract administration were not followed, LPD did 
not adequately support its exclusive use of sole-source contracts. 
Other procurement requirements to ensure competition and to limit 
compensation were also not followed. In addition, most of the 
contractors' written products we reviewed were substantially 
different from the respective contract's original scope of work, 
and few were incorporated directly into LPD publications. 

LPD'S ORGANIZATION AND ACTIVITIES 

From its inception in mid-1983, LPD has been an interagency effort 
with personnel and support staff from the military services, the 
U.S. Information Agency, the Agency for International Development, 
and other offices in the Department of S.tate. LPD was originally 
placed under the Office of the Secretary of State. 

In March 1936, LPD was transferred from the Office of the Secretary 
of State to State's Bureau of Inter-American Affairs and placed 
under a new Coordinator, the Deputy for Policy and Public Affairs. 
One of the reasons for and benefits of the move, according to the 
current Coordinator, was to integrate the office more fully into 
State's operations. This also allowed the office to obtain 
resources more readily from other offices in the Bureau. 

LPD addressed its mission in part by arranging speaking engagements 
for State Department officials, producing publications for domestic 
and international distribution, and participating in special 
pro jects— such as an arms display of weapons captured from 
Salvadoran guerrillas. From October 1983 through November 1984, 

LPD and State's Office of Public Affairs scheduled speaking 
engagements and interviews in hundreds of cities. LPD also 


Most of the contracts we examined were valued at less than SIO, ' 
and are, for purposes of certain federal regulations, called 
"purchase orders." For purposes of this report we refer to the-' 
contracts. 
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distributed publications to an extensive audience, including the 
private sector, key government officials, and U.S. ambassadors and 
embassy political section chiefs in Latin American and European 
countries. 

Use of Contractors to Address LPD Mission 

Although these types of activities (i.e., speaking engagements, 
production of publications) continue, LPD's use of contractors has 
been substantially reduced since the office was moved and the new 
Coordinator was appointed. Prior to that time, contractors were 
used extensively. According to the former Coordinator, this was 
necessary to .accomplish the voluminous research, production of 
special pajpers, and media exposure necessary to carry out our 
missLion, all the while keeping bur office team small and 
manageable." Thc> nature of. some of the LPD contractor activities 
became a source of media atte'ntion and, subsequently, the subject 
of congressional and administration inquiries. 

During the first 6 months of LPD's existence, four officers on 
average (including the Coordinator) staffed the office. From 
January 1984 until January 1986, LPD employed 13 professional 
staff, on average. Even with the increase in professional staff, 
LPD continued to rely heavily on professional service contracts. 

The former Coordinator stated that this was necessary because LPD's 
work increased at a greater rate than did the staff to address the 
demands. 

LPD has not initiated any new professional service contracts since 
February 1986. The only contract carried over is with the U.S. Air 
Force for a clippings service on news events related to Latin 
America and the Caribbean. The office currently functions with an 
average of 10 professional staff. The duties of former contractors 
have been absorbed within LPD. For example, the functions of a 
media consultant/ihtelligence analyst, previously performed by 
contract, are done by the Coordinator and his deputies. 

Publications are also written without contractors. The mailing 
list, developed by contract, is being maintained by LPD personnel. 

REQUIREMENTS 'FOR CONTRACT 
ADMINISTRATION WERE NO'fTOLLOWSD 

Our review focused on the administration of LPD professional 
service contracts awarded from mid-June 1933 to February 1986. '.;e 

reviewed 25 contracts with a total value of approximately 5263, 00''. 
We found that LPD generally did not follow federal requirements an’ 
procedures governing contract award and administration. 
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Other Procurement Requirements 
Were Not Followed 

Various other regulations governing the acquisition process were 
not adhered to by LPD or OPR/STP in contracting out for services. 

We found that LPD virtually eliminated competition in contract 
award procedures, engaged the services cC contractors before 
required approvals were obtained, and awarded several contracts to 
an individual that circumvented pay limitations for retired 
military officers. 

According to contracting officials in OPR/STP, they find it 
difficult to be knowledgeable of alternative sources for the types 
of services required by LPD. That is, unlike procuring equipment 
from various established manufacturers, it is more difficult to be 
aware and evaluate the quality of a prospective author's ability to 
produce an authoritative statement about a subject related to 
activities in Latin America. According to these officials, the 
lack of knowledge about alternatives inhibited their efforts to 
locate potential competitors. 

In addition to the difficulty associated with identifying 
alternative sources, OPR/STP officials felt that they were under 
considerable pressure by LPD to accept the sole-source 
recommendations. For example, contracting officials provided us 
with various documents from high-level government officials that 
stressed the importance of LPD's activities. Such documents, 
according to the contracting officials, were used to support LPD's 
requests for expedited handling of their, sole-source procurements. 

The former Coordinator disagreed with OPR/STP officials' view that 
LPD applied pressure to obtain acceptance of its sole-source 
recommendations. He noted that, while he tried to get priority 
processing for LPD's requests because of the urgency he felt in 
addressing the office mission, he never intended that procurement 
regulations be bypassed. 

Little effort to identify competition 

We found little evidence in LPD or OPR/STP files to indicate tha*. 
any effort was made to locate other sources to compete on LPD 
contracts. CICA provides that while competition may be restricts 
for reasons of unusual and compelling urgency, the contracting 
officer must solicit offers from as many potential sources as i' 
practicable. Even a sole-source procurement requires such an 
effort to help support the sole-source justification. 

For sole-source procurements exceeding $10,000, CICA requires 
synopsizing the proposed contract in the Commerce Business Da i 
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encourage competi tion . 4 of the contracts we reviewed, eight were 
above $10,000 and should have been synopsized and published. Yet, 
in only one instance did OPR/STP give notice of its intended sole- 
source procurement in the Commerce Business Daily. 

For the contracts valued at less than $10,000, some effort is 
required to locate alternative sources even if that effort consists 
of no more than a few telephone inquiries. The Federal Acquisition 
Regulation (FAR), part 13, which sets forth small purchase 
procedures, requires that for oral solicitations, the contracting 
office establish and maintain records of suppliers contacted and 
the prices and other terms and conditions quoted by each. We found 
no evidence in the contract files, however, to indicate that such 
efforts were made. - 

With one exception, we found no attempts by LPD or OPR/STP to 
locate competitive sources for LPD. The exception was a contract 
for a media consultant/intelligence analyst which LPD wanted to 
issue as a sole-source procurement. In April 1985, after receiving 
an advance planning 'document from LPD, OPR/STP attempted to fill 
the requirement through competition. At the time, these services 
were being provided by Mark Richards Associates, Inc. (MRA). MRA 
had performed this function under various sole-source contracts 
since July 1984, and LPD sought to continue the arrangement. 

Using the LPD planning document, OPR/STP located another source 
interested in competing for the work. According to information in 
the contract files, however, LPD withdrew its requirement for these 
services before this potential contractor could be interviewed. A 
few months later, in September 1985, LPD requested the continued 
services of MRA, citing "unusual and compelling urgency" as the 
basis to award a sole-source procurement. LPD also added that the 
character and sensitivity of the services precluded disclosure of 
the contractual arrangement to the public. 

According to OPR/STP contracting officials, it appeared that 
delaying the announcement of a known and intended procurement was 
used by LPD to apply additional pressure on OPR/STP to approve the 
sole-source procurement for MRA. This technique conflicts with 
CICA, which states': "In no case may an executive agency. .. en ter 

into a contract for property or services using procedures other 
than competitive procedures on the basis of the lack of advance 
planning. ..." 

Regarding the sensitivity cf the services to be performed, a Stat: 
Department legal advisor noted that "...it is plainly inconsistent, 
for. ..LPD to assert in an unclassified draft sole source 
justification that these contract arrangements should not be 


^^41 U.S.C. §416. There was a similar requirement before CICA wo , 
enacted. 
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disclosed to the public." The contracting officer concluded that 
"...through advance procurement planning prior to expiration of the 
new contract on September 30# 1986# the entire competitive 
procurement process will be initiated to assure full and open 
competition." However# LPD began performing the function in-house 
after completion of the contract. 

Some work apparently begun 

before contracts were issued 

FAR requires that "no contract shall be entered into unless the 
contracting officer ensures that all requirements of law# executive 
orders# regulations# and all other applicable procedures# including 
clearances and approvals# have been met." 

In three procurements# contractor work was apparently begun before 
being approved by OPR/STP. In effect# OPR/STP had to ratify the 
work after it was begun. In one instance# the contracting officer 
approved the requisition on January 6# 1984# for the production of 
a paper that was to be completed 5 days before; the contractor’s 
paper was dated December 20# 1983. Another requisition specified 
that the contract period was to run from December 10 to 
December 24# 1984. The request was not submitted# however, until 
December 19 and was not approved until February 9# 1985. It 
appears that the contractor began work prior to contract approval. 
In a third instance# a note in LPD's contract file for a particular 
contractor said that "OPR/STP needs the date [the contractor! will 
perform services. As we know# he has already performed them," 

In the first two instances# rather than 'advising LPD that its 
actions were counter to contracting procedures# the contracting 
officer appears to have approved the acquisitions without comment. 
In the third instance# it is unclear whether OPR/STP was ever aware 
of the note indicating that the services were performed prior to a 
contract being issued. 

Contracts avoid 

cap limitations 

Two Office of Management and Budget (0MB) circulars restrict the 
use of contracts to avoid salary limitations for former government 
employees. In a series of contracts with MRA# LPD did not adhere 
to those requirements. A total of approximately $136,000# or over 
50 percent of the value of the contracts we reviewed, was paid to 
MRA. The company is owned and operated by retired Colonel Mark 
Richards. 
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The 0MB circulars require that 

functions previously performed by government employees shall 
not be converted to contract solely to avoid personnel ceiling 
or salary limitations 

— consulting services are normally to be obtained only on an 
intermittent or temporary basis, repeated or extended 
procurements are not to be made, 6 and consulting services are 
not to be used to circumvent pay caps and other pay 
limitations; and 

— consulting service contracts will be competitively awarded to 
the maximum extent practicable to ensure that costs are 
reasonable.^ 

Colonel Richards was detailed to LPD in January 1984. He became a 
Senior Advisor on the staff of LPD. As a staff member of LPD, he 
was responsible for providing information to the media, reviewing 
cable traffic from U.S. embassies in Central America for 
information useful to LPD, reviewing the content Of LPD 
publications for accuracy, and developing press kits for the media. 
When the Coordinator learned of Colonel Richards’ impending 
retirement from the Air Force in July 1984, he decided to retain 
his services at LPD. 

As a military retiree. Colonel Richards would be subject to dual 
compensation limitations if employed as a consultant (5 U.S.C. 
§5532). This would reduce his military retirement pay. 

According to Colonel Richards, the redudtion was unacceptable. 

Accordingly, Colonel Richards incorporated himself, and the State 
Department negotiated a sole-source contract with MRA for media 
consultant services. Colonel Richards retired on June 30, 1934, 
and began work as a media contract consultant on July 1, 1984. 
Between July 1984 and February 1986, LPD awarded MRA four short- 
term contracts allowing him to serve continuously on the LPD 


^Section 7c (6), OM9 Circular No. A-76 Revised, August 4, 1983, 
Subject: Performance of Commercial Activities. 


^Section 6 b-d, 0MB Circular No. A-120, April 14, 1980, Subject: 
Guidelines for the Pse of Consulting Services. 

"^Section 8, 0MB Circular No. A-120. 
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staff.® This permitted him to continue working for LPD without a 
reduction in his retirement pay. According to Colonel Richards, he 
performed the same job he did while he was on detail. His 
supervision, clerical support, access to files, and working hours 
at the State Department were the same. 

Many Contract Products Differed 
From Contract Scope of Work 

• 

LPD made extensive use of professional service contracts to obtain 
written products from individuals outside of government. 
Justification for the use of the contractors was based on their 
unique insights or expertise on Latin America, which LPD asserted 
was not available in-house. Of the 25 contracts we reviewed, 16 
specified one or more original written products (41 in all). 9 Most 
of the contractor products we were able to obtain, however, 
differed substantially from the contract scope of work. According 
to LPD personnel, few were incorporated into LPD publications. 

Our analysis was hampered by the lack of products in LPD files. 
Through a file search and some contacts with previous contractors, 
we were able to obtain 28 of the 41 research papers. According to 
a State contract specialist, OPR/ST? recently addressed this 
problem by requiring copies of final products for its contractor 
files. 

Sole-source procurements were used to obtain the services of each 
contractor, and their use was justified on the basis of (1) unique 
abilities and expertise and (2) LPD's ur.gent need for the specified 
product. However, only 13 of the 28 products we obtained addressed 
the topic specified in the original scope of work. In the other 
cases, the product for which there was an "urgent need" was not 
produced; rather, a substitute topic was addressed. 

For example, the scope of one contract specified topics for four 
research papers. None of the papers were written. Instead, a 
number of substitute products were produced on topics not specified 
in the scope of work. For instance, in place of one paper on 
"Cuban and Nicaraguan Involvement in Drug Trafficking," the 
contractor wrote (1) a memorandum on the "World Court and 
Nicaragua," (2) an editorial on "Morality and the Central America 
Issue," and (3) a paper entitled "The Managua Connection: The 

Sandinistas and Middle Eastern Terrorists," Me found no 
justification that the contractor selected as uniquely qualified to 


®The last contract for MRA expired September 1986. 


^Several types of products were requested in the contracts, Most 
were research papers, hut short articles and essays were specifi'=>' 
in some contracts. These are not included in the product total. 
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write on the original topic was also uniquely qualified to write on 
the new topics. We also found no contract modification to reflect 
a change in the product or evidence that attempts were made to find 
the necessary expertise elsewhere. This example was typical of the 
other cases in which the contractor product differed from the 
contract's original scope of work. 

According to the- former Coordinator, the need for contractors was 
crucial in the office’s early days before LPD built a staff and 
expertise in Latin American public diplomacy. We found, however, 
that of the 13 LPD publications issued during its initial 18 months 
(through the end of 1984), only 2 were based on the work of LPD 
contractors. . The former Coordinator commented that contractors' 
work on formal publications is not, by itself, a comprehensive 
indicator of contractor contributions since they also worked on 
other products, such as speeches and background materials. 

However, we noted that these types of products were not in LPD's 
files and, fn most instances, were not in the respective contract's 
scope of work, 

COORDINATORS' COMMEMTS 

The current LPD Coordinator told us that he was unable to comment 
on the facts and circumstances surrounding the 25 LPD contracts we 
examined because they related to events which occurred prior to his 
appointment. The former Coordinator noted that, even though he was 
in charge of LPD when the contracts covered in our review were 
awarded, he was generally unfamiliar with their details. In all 
cases, including those in which he was more knowledgeable, the 
former Coordinator commented that he relied on his staff, as well 
as OPR/STP, to ensure that all procurement requirements were net. 

He added that approval of the contracts by OPR/STP was an 
indication to him that all regulations had been dealt with 
properl y. 

OQJECTIVES, SCOPE, AND METHODOLOGY 

We examined the operations of LPD to determine the extent to which 
LPD used contractor services and whether contract awards were nad® 
in accordance' wi th federal acquisition requirements. In all, we 
examined the circumstances related to 25 LPD contracts for 
professional services. The only LPD professional service contract* 
we did not review were the seven under separate investigation by 
the Congress ancJ the Department of State's Office of the Inspector 
General. These seven contracts had been awarded to International 
Business Communications, Inc., the Institute for North-South 
Issues, and Mr. Frank Gomez. 

We interviewed LPD personnel, including some past officers, and 
contract officials in OPR/STP. In addition, we interviewed so-’ 
individuals v/ho had been under contract with LPD to discuss thei" 
products and how they were ultimately used. We also examined L' 
contractor and related files as well as those maintained by OPR 
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to ascertain whether LPD and contracting officials complied with 
federal acquisition requirements. 

In a separate letter to you, we provided our legal opinion on 
whether LPD violated statutes prohibiting certain lobbying and 
propaganda activities. 10 In that opinion, we concluded that LPD 
had violated a restriction on the use of appropriated funds for 
publicity or propaganda purposes. The former Coordinator disagreed 
with that conclusion but has not provided any information which 
would cause us to change our position. 

Our review was conducted from April to September 1987. Because the 
primary focus of our review was on LPD's administration of its 
contracts, we did not evaluate State's internal controls governing 
contracting. We are, however ^conducting a separate assessment of 
State'.q procurement function,’ incVuding sole-source awards. Except 
for this limitation, our review was conducted in accordance with 
generally accepted government auditing standards. 


( 467315 > 


IOb- 229069, September 30, 19C7. 
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